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PART 99.FAMILY EDUCATIONAL RIGHTS 
AND PRIVACY 

Subpart A*General 

Sec. 

99.1 To which educational agencies or institutions do these 
regulations apply? 

99.2 What Is the purpose of these regulations? 

99.3 What definitions apply to these regulations? 

99.4 What are the rights of parents? 

99.5 What are the rights of eligible students? 

99.6 What information must an educational agency's or 
institution's policy contain? 

99.7 What must an educational agency or Institution include 
In Its annual notification? 

Subpart B«What are the Rights of Inspection 
and Review of Education Records? 

99.10 What rights exist for a parent or eligible student to 
inspect and review education records? 

99.1 1 May an educational agency or institution charge a fee 
for copies of education records? 

99.1 2 What limitations exist on ihe right to Inspect and review 
records? 

Subpart C-What are the Procedures for 
Amending Education Records? 

99.20 How can a parent or eligible student request amend- 
ment of the student's education records? 

99.21 Under what conditions does a parentor eligible student 
have the right to a hearing? 

99.22 What minimum requirements exist for the conduct of a 
hearing? 

Subpart D-May an Educational Agency or 
Institution Disclose Personally identifiable 
information from Education Records? 

99.30 Under what conditions must an educational agency or 
institution obtain prior consent to disclose Information? 

99.31 Under what conditions is prior consent not required to 
disclose information? 

99.32 What recordkeeping requirements exist concerning 
requests and disclosures? 

99.33 What limitations apply to the redisdosure of Infomia- 
tion? 



59.34 What conditions apply to disclosure of Information to 
other educational agencies or Institutions? 

99.35 What conditions apply to disclosure of Information for 
Federal or State program purposes? 

99.36 What conditions apply to disclosure of Information In 
health and safety emergencies? 

99.37 What conditions apply to disclosing directory informa- 
tion? 

Subpart E*What are the Enforcement 
Procedures? 

99.60 What functions has the Secretary delegat&d to the 
Office and to the Education Appeal Board? 

99.61 What responsibility does an educational agency or 
Institution have concerning conflict with State or local laws? 

99.62 What information must an educational agency or 
institution submit to the Office? 

09.63 Where sjq complaints filed? 

99.64 What is the complaint procedure? 

99.65 What is the content of the notlceof complaint issued by 
the Office? 

99.66 What are the responsibilities of the Office In the 
enforcement process? 

99.67 How does the Secretary enforce decisions? 

Authority: Sec. 438, Pub. L. 90-247, Title IV, as amended. 88 
Stat 571-574 (20 U.S.C. 1232g), unless otherwise noted. 

Subpart A-General 

Sec. 99.1 To which educational agencies or institutions 
do these regulations apply? 

(a) This part applies to an educational agency or 
Institution to which funds have been made available under 
any program administered by the Secretary of Education 
that- 

(1) (i) Was transferred to the Department under the 
Department of Education Organization Act (DEOA); and 

(ii) Was administered by the Commissioner of Educa- 
tion on the day before the effective date of the DEOA; or 

(2) Was enacted after the effective date of the DEOA, 
unless the law enacting the new Federal program has the 
effect of making section 438 of the General Education 
Provisions Act inapplicable. 

(Authority: 20 U.S.C. 1230, 1232g, 3487, 3507) 

(b) The following chart lists the funded programs to 
which Part 99 does not apply as of April 1 1 , 1983: 



Natro of Program 



Authorizing Statute 



Implementing 
Regulations 



1. High School Equivalency Program 
and College Assistance Migrant Program. 



2. Programs administered by the Commissioner 
of the Rehabiliiaiion Services Administration, 
and the Director of the National Institute on 
Disability and Rehabilitation Programs. 

3. Transition program for refugee children. 



4. College Housing 



5. The following programs administered by 
the Assistant Secretary for Educational Research 
and ImprovemMt: Educational Research Grant 
Program. Regional Educational Laboratories 
Research and Development Centers. All other 
research or statistical activities funded 
under Section 405 or 406 of the General 
Education Provisions Act. 



Section 418A of the Higher Education Act 
of 1965 as amended by the Education 
Amendments of 1980 (Pub. L SS-374) 
(20 U.S.C. 1070d-2). 

The Rehabilitation Act of 1973, as amended 
(29 U.S.C. 700, et. seq.). 



immigration and Nationality Aut. as amended 
by the Refugee Act of 1980, Pub. L 96-21 2 
(8 U.S.C. 1522(d)). 

Title IV of the Housing Act of 1950, as 
amended (12 U.S.C. 1749. et seq.) 

Section 405 of the General Education 
Provisions Act (20 U.S.C. 1221e), and 
section 40S of the General Education 
Provisions Act (20 U.S.C. 1221-1) 



Part 206. 



Parts 350-359.361, 
3S5, 366. 369-371, 
373-375. 378, 379, 
385-390, and 395. 

Part 533. 



Part 61 4. 

Parts 700, 706-708. 



Note: The Secretary, as appropriate, updates the information 
in this chart and informs the public. 

(c) This part does not apply to an educational agency 
or institution solely because students attending that agency 
or institution receive non-monetaiy benefits under a program 
referenced in paragraph (a) of tfiis section, if no funds under 
that program are made available to the agency or institution. 

(d) The Secretary considers funds to be made avail- 
able to an edljcational agency orinstitution if funds under one 
or more of tile programs referenced in paragraph (a) of this 
sectbn- 

(1 ) Are provided to the agency or institution by grant, 
cooperative agreement, contract, subgrant, or subcontract; 
or 

(2) Are provided to students attending the agency or 
institution and the funds may be paid to the agency or 
institution by those students for educational purposes, such 



as under tfie Pell Grant Program and tiie Guaranteed Stu- 
dent Loan Program (Titfes IV-A-1 and IV-B. respectively, of 
tile Higher Education Act of 1965, as amended). 

(e) If an educational agency or institution receives 
funds under one or more of the programs covered by tiiis 
section, tile regulations In tiiis part apply to tiie recipient as 
a whole, including each of its components (such as a depart- 
ment witiiin a university). 

(Autiiorily:20 U.S.C. 1232g) 

Sec. 99.2 What Is the purpose of these regulations? 

The purpose of this part is to set out requirements for 
the protection of privacy of parents and students under 
section 438 of the General Education Provisions Act. as 
amended. 

(Authority: 20 U.S.C. 1232g) 
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(Note:34CFR300.560-300.576 contain requirements 
regarding confidentiality of Information relating to handi- 
capped children who receive benefits underthe Education of 
the Handicapped Act) 

Sec. 99.3 What deflnuions apply to these regulations? 

The following definitions apply to this part: 

"Act" means the Family Educational Rights and Pri- 
vacy Act of 1974, as amended, enacted as section 438 of the 
General Education Provisions Act. 

(Authority: 20 U.S.C. 1232g) 

•Attendance" includes, but is not limited to- 

(a) Attendance in person or by correspondence: and 

(b) The period during which a person is working under 
a work-study program. 

(Authority: 20 U.3.C. 1232g) 

"Directory information" means information contained 
in an education record of a student which would not generally 
be considered harmful or an invasion of privacy if disclosed. 
It includes, but is not limited to, the student's name, address, 
telephone listing, date and place of birth, major field of study, 
participation In officially recognized activities and sports, 
weight and height of members of athletic teams, dates of 
attendance, degrees and awards received, and the most 
recent previous educational agency or Institution attended. 

(Authority: 20 U.S.C. 1232g(a)(5)(A)) 

"Disclosure" means to permit access to or the release, 
transfer, cr other communication of education records, or the 
personally Indentifiable information contained in those rec- 
ords, to any party, by any means, including oral, written, or 
electronic means. 

(Authority-: 20 U.S.C. 1232g(b)(1)) 

"Educational agency or institution" means any public 
or private agency or Institution to which this part applies 
under Sec. 99.1(a). 

(Authority: 20 U.S.C. 1232g(a)(3)) 

"Education records" (a) The term means those rec- 
ords that are- 

(1) Directly related to a student; and 

(2) Maintained by an educational agency or institution 
or by a party acting for the agency or institution. 

(b) The term does not incluoe- 

(1) Records of instructional, supervisory, and admin- 
istrative personnel and educational perspnnel ancillary to 
those persons that are kept in the sole possession of the 
maker of the record, and are not accessible or revealed to 
any other person excepta temporary substitute for the maker 
of the record; 

(2) Records of a law enforcement unit of an educa- 



tional agency or institution, but only If education records 
maintained by the agency or institution are not disclosed to 
the unit, and the law enforcement records are- 

(i) Maintained separately from education records; 

(ii) Maintained solely for law enforcement purposes; 

and 

(iii) Disclosed only to law enforcement officials of the 
same jurisdiction; 

(3) (0 Records relating to an individual who is em- 
ployed by an educational agency or institution, that- 

(A) Are made and maintained In the normal course of 
business; 

(B) Relate exclusively to the individual in that individ- 
ual's capacity as an employee; and 

(C) Are not available for use for any other purpose. 

(it) Records relating to an individual in attendance at 
the agency or institution who is employed as a result of his or 
her status as a student are education records and not 
excepted under paragraph (b)(3)(i) of this definition. 

(4) Records on a student who is 18 years of age or 
older, or is atten Jing an institution of postsecondary educa- 
tion, that are- 

(i) Made or maintained by a physician, psychiatrist, 
psychologist, or other recognized professional or parapro- 
fessional acting in his or her professional capacity or assist- 
ing in a paraprofessional capacity; 

(ii) Made, maintained, or used only in connection with 
treatment of the student; and 

(iii) Disclosed only to individuals providing the treat- 
ment. For the purpose of this definition, "treatment" does not 
include remedial educational activities or activities that are 
part of the program of instruction at the agency or institution; 
and 

(5) Recoras that only contain information about an 
individual after he or she is no longer a student at that agen cy 
or institution. 

(Authority: 20 U.S.C. 1232g(a)(4)) 

"Eligible student" means a student who has reached 
18years of age oris attending an institution of postsecondary 
education. 

(Authority: 20 U.S.C. 1232g(d)) 

"Institution of postsecondary education" means an 
institution that provides education to students beyond the 
secondary school level; 'secondary school level" means the 
educational level (not beyond grade 1 2) at which secondary 
education is provided as detemiined understate law. 

(Authority: 20 U.S.C. 1232g(d)) 

'Parent" means a parent of a student and Includes a 
natural parent, a guardian, or an individual acting as a parent 
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in the absence of a parent or a guardian. 

(Authority: 20 U.S.C. 1232g) 

"Party" means an individual, agency, institution, or 
organization. 

(Authority: 20 U.S.C. 1232g(b)(4)(A)) 

"Personally identifiable information" includes, but is 
not limited to- 

(a) The student's name; 

(b) The name of the student's parent or other family 
member; 

(c) The address of the student or student's family; 

(d) A personal identifier, such as the studenrs social 
security number or student number; 

(e) A list of persona! characteristics that would make 
the student's identity easily traceable; or 

(f) Other information that would make the student's 
identity easily traceable. 

(Authority: 20 U.S.C. 1232g) 

"Record" means any information recorded in anyway, 
including, but not limited to. handwriting, print, tape. film, 
microfilm, and microfiche. 

(Authority: 20 U.S.C. 1232g) 

•Secretary" means the Secretary of the U.S. Depart- 
ment of Education or an official or employee of the Depart- 
ment of Education acting for the Secretary under a delega- 
tion of authority. 

(Authority: 20 U.S.C. 1232g) 

"Student", except as othenwise specifically provided in 
this part, means any individual who is or has been in 
attendance at an educational agency or institution c?nd re- 
garding whom the agency or institution maintains education 
records. 

(Authority: 20 U.S.C. 1232g(a)(6)) 

Sec. 99.4 What are the rights of parents? 

An educational agency or institution shall give full 
rights under the Act to either parent, unless the agency or 
institution has been provided with evidence that there is a 
court order, State statute, or legally binding document relat- 
ing to such matters as divorce, separation, or custody that 
specifically revokes these rights. 

(Authority: 20 U.S.C. 1232g) 

Sec. 99.S What are the rights of eligible students? 

(a) When a student becomes an eligible student, the 
rights accorded to. and consent required of. parents under 
this part transfer from the parents to the student. 



(b) The Act and this part do not prevent educational 
agencies or institutions from giving students rights in addition 
to those given to parents. 

(c) If an individual is or has been in attendance at one 
component of an educational agency or institution, that 
attendance does not give the individual rights as a siudent in 
other components of the agency or institution to wMch the 
individual has applied for admission, but has never been in 
attendance. 

(Authority: 20 U.S.C. 1232g(d)) 

Sec. 99.6 What Information m ustan educational agency's 
or Institution's policy contain? 

(a) Each educational agency or institution shall adopt 
a policy regarding how \ho agency or institution meets the 
requirements of the Act and of this part. The policy must 
include- 

(1) How the agency or institution informs parents and 
students of their rights, in accord with Sec. 99.7; 

(2) How a parent or eligible student may inspect and 
review education records under Sec. 99.10. including at 
least- 

(i) The procedure the parent or eligible student must 
follow to inspect and review the records; 

(ii) With an understanding that it may not deny access 
to education records, a description of the circumstances in 
which the agency or institution believes it has a legitimate 
cause to deny a request for a copy of those records; 

(iii) A schedule of fees (if any) to be charged forcopies; 

and 

(iv) A list of the types and locations of education 
records maintained by the agency orinstitution. and the tities 
and addresses of the officials responsible for the records; 

(3) A statement that personally identifiable informa- 
tion will not be released from an education record without the 
prior written consent of the parent or eligible student, except 
under one or more of the conditions described in Sec. 99.31 ; 

(4) A statement indicating whether the educational 
agency or institution has a policy of disclosing personally 
identifiable infomiation under Sec. 99.31(a)(1). and. if so. a 
specification of the criteria for determining which parties are 
school officials and what the agency or institution considers 
to be a legitimate educational interest; 

(5) A statement that a record of disclosures will be 
maintained as required by Sec. 99.32. anc^ that a parent or 
eligible student may inspect and review tha^ record; 

(6) A specification of the types of personally identifi- 
able information the agency or institution has designated as 
directory information undorSec. 99.37; and 

(7) A statement that the agency or institution permits 
a parent or eligible student to request correction of tiie 
students education records under Sec. 99.20. to obtain a 
hearing under Sec. 99.21(a). and to add a statement to tiie 
record under Sec. 99.21(b)(2). 



(b) The educational agency or Institution shall state 
the policy in writing and make a copy of it available on request 
to a parent or eligible student 

(Authority; 20 U.S.C. 1232g(e) and (f)) 

(Approved by the Office of Management and Budget under 
control number 1880-0508) 

Sec. 99.7 What m ust an edu(;atlonal agency o r Institution 
Include In Its annual notification? 

(a) Each educational agency or institution shall annu- 
ally notify parents of students currently in attendance, and 
eligible students currently in attendance, at the agency or 
institution of their rights under the Act and this part The 
notice must include a statement that the parent or eligible 
student has a right to- 

(1) Inspect and review the student's education rec- 
ords; 

(2) Request the amendment of the student's educa- 
tion records to ensure that they are not inaccurate, mislead- 
ing, or otherwise in violation of the student's privacy or other 
rights; 

(3) Consent to disclosures of personally Identifiable 
information contained In the student's education records, 
except to the extent that the Act and the regulations in this 
part authorize disclosure without consent; 

(4) File with the U.S. Department of Education a 
complaint under Sec. 99.64 concerning alleged failures by 
the agency or institution to comply with the requirements of 
the act and this part; and 

(5) Obtain a copy of the policy adopted under Sec. 

99.6. 

(b) The notice provided under paragraph (a) of this 
section must also Indicate the places where copies of the 
policy adopted under Sec. 99.6 are located. 

(c) An educational agency or institution may provide 
this notice by any means that are reasonably likely to inform 
the parents and eligible students of their rights. 

(d) An agency or Institution of elementary or second- 
ary education shall effectively notify parents of students who 
have a primary or home language other than English. 

(Authority: 20 U.S.C. 1232g(e)) 

(Approved by the Office of Management and Budget under 
control number 1880-0508) 

Subpart B-What are the Rights of Inspection 
and Review of Education Records? 

Sec. 99.10 What rights exist for a parent or eligible 
student to Inspect and review education records? 

(a) Except as limited under Sec. 99.12, each educa- 
tional agency or institution shall permit a parent or eligible 
student to inspect and review the education records of the 



student 

(b) The educational agenq^ or institution shall comply 
with a request for access to records within a reasonable 
period of time, but in no case more than 45 days after it has 
received the request 

(c) The educational agency or institution shall re- 
spond to reasonable requests for explanations and Interpre- 
tations of the records. 

(d) The educational agency or Institution shall give the 
parent or eligible student a copy of the records if failure to do 
so would effectively prevent the parent or student from 
exercising the right to inspect and review the records. 

(e) The educational agency or institution shall not 
destroy any education records if there is an outstanding 
request to inspect and review the records under this section. 

(0 While an education agency or institution is not 
required to give an eligible student access to treatment 
records under paragraph (b)(4) of the definition of •Education 
records" in Sec. 99.3, the student may have those records 
reviewed by a physician or other appropriate professional of 
the student's cholco. 

(Authority: 20 U.S.C. 1232g (a)(1)(A)) 

Sec, 99.11 May an educational agency or Institution 
charge a fee for copies of education records? 

(a) Unless the imposition of a fee effectively prevents 
a parentoreligible student fromexercising the rightto inspect 
and review the student's education records, an educational 
agency or institution may charge a fee for a copy of an 
education record which is made for the parent or eligible 
student 

(b) An educational agency or institution may not 
charge a fee to search for or to retrieve the education records 
of a student 

(Authority: 20 U.S.C. 1232g(a)(1)) 

Sec. 99.12 What limitations exist on the right to Inspect 
and review records? 

(a) If the education records of a student contain 
information on more than one student, the parent or eligible 
student may inspect, review, or be informed of only the 
specific information about that student 

(b) A postsecondary institution does not have to 
permit a student to inspect and review education records that 
are- 

(1) Rnancial records, including any infomiation those 
records contain, of his or her parents; 

(2) Confidential letters and confidential statements of 
recommendation placed in the education records of the 
student before January 1, 1975. as long as the statements 
are used only for the purposes for which they were specifi- 
ca^y intended; and 

(3) Confidential letters and confidential statements of 
recommendation placed in the student's education records 
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after January 1. 1975, if- 

(i) The student has waived his or her right to inspect 
and review those (otters and statements; and 

(ii) Those letters and statements are related to the 
student's- 

(A) Admission to an educational institution; 

(B) Application fa employment: or 

(C) Receipt of an honor or honorary recognition. 

(c)(1) A waiver under paragraph (b)(3)(i) of this sec- 
tion is valid only if- 

(1) The edjcationat agency or institution does not 
require tfie waiver as a condition for admission to or receipt 
of a service or benefit from the agency or institution; and 

(ii) The waiver is made in writing end signed by the 
student, regardless of age. 

(2) If a student has waived his or her rights under 
paragraph (b)(3){i) of this section, the educational institution 
shall- 

(i) Give the student, on request, the names of the 
individuals who provided the tetters and statements of rec- 
ommendation; and 

(ii) Use the letters and statements of recommendation 
only for the purpose for which they were intended. 

(3) (i) A waiver under paragraph (b)(3)(i) of this section 
may be revoked with respect to any actions occurring after 
the revocation. 

(ii) A revocation under paragraph (c)(3)(i) of this 
section must be in writing. 

(Authority: 20 U.S.a 1232g(a)(1) (A) and (B)) 

Subpart C*What are the Procedures for 
Amending Education Records? 

Sec. 99.20 How can a psrent or eligible student request 
amendment of the oiudem's education records? 

(a) If a parent or eligible i'^tudent believes the educa- 
tion records relating to the student contain information that is 
Inaccurate, misleading, or in violation of the student's nghls 
of privacy or other rights, he or she may ask the educational 
agency or institution to amend the record. 

(b) The educational agency or institution shall decide 
whether to amend the record as requested within a leason- 
able time after the agency or institution receives the request. 

(c) if the educational agency or institution decides not 
to amend the record as requested, it shall inform the parent 
or eligible student of its decision and of his or her right to a 
hearing under Sec. 99.21. 

(Authority: 20 U.S.C. 1232g(a)(2)) 



Sec 99.21 Under what conditions does • parent or 
ellfllbie student have the right to • hearing? 

(a) An educational agency or institution shall alvo a 
parent or eligible student, on request, an opportunily for a 
hearing to challenge the content of the student's education 
records on the grounds that the information contained in the 
education records is inaccurate, misleading, or in violation of 
the privacy or other rights of the student. 

(b) (1) If, as a result of the hearing, th<j educational 
agency or institution decides that the Infomiation is inaccu- 
rate» misleading, or otheiwise in violation o} the privacy or 
other rights of the student, it shall- 

(!) Amend the record accordingly; and 

(ii) Inform the parent or eligible student of the amend- 
ment in writing. 

(2) If. as a result of the hearng. the educa^onal 
agency or institution decides that the information in the 
education record is not inaccurate, misleading, or othenvise 
io violation of the privacy or other rights of the student, it shall 
infomi the parent or eligible student of the right to place a 
statement in the record commenting on the contested infor- 
mation in the record or stating why he or she disagrees with 
the decision of the agency or institution, or both. 

(c) If an educational agency or institution places a 
statement in the educatbn records of a student under para- 
graph (b)(2) of this section, the agency or institution shall- 

(1 ) Maintain the statement with the contested part of 
the record for as long as the record Is maintained; and 

(2) Disclose the statement whenever It discloses the 
portion of the record to which the statement relates. 

(Authority: 20 U.S.C. 1232g(a)(2)) 

Sea 99.22 What mlnlmunt requirements exist for the 
conduct of a hearing? 

The hearing required by Sec. 99.21 must meet, at a 
minimum, the following requirements: 

(a) The educational agency or institution shall hold the 
hearing within a reasonable time after it has received the 
request for the hearing from the parent or eligible student 

(b) The educational agency or institution shall give the 
parent or eligible student notice of the date, time, and place, 
reasonably in advance of the hearing. 

(c) The hearing may be conducted by any Individual, 
including' an official of the educational agency or institution, 
who does not have a direct interest in the outcome of the 
hearing. 

(d) The educational agency or institution sh«ll give the 
parent or eligible student a full and fair opportuiniy to present 
evidence relevant to the issues raised under Sec. 99.21 . The 
parent or eligible student may, at tlieir own expense, be 
assisted or represented by one or more individuals of his or 
her own choice, including an attomey. 

(e) The educational agency or institution shall make 




its dodsion in writing within a reasonable period of time after 
the hearing. 

(0 The decision must be based solely on the evidence 
presented at the hearing, and must include a summary of the 
evidence and the reasons for the decision. 

(Authority: 20 U.S.C. 1232g(a)(2)) 

Subpart D-May an Educational Agency or 
Institution Disclose Personally Identifiable 
Information From Education Records? 

Sea 99.30 Under what conditions mutt an educational 
agency or Institution obuin prior fx>ntent to disclose 
Information? 

(a) Except as provided in Sec. 99.31 , an educational 
agency or institution shall obtain a signed and dated written 
consent of a parent or an eligible student before it discloses 
personally identifiable information from the student's educa- 
tion records. 

(b) Tne written consent must- 

(1) Specify the records that may be disclosed; 

(2) State the purpose of the disclosure; and 

(3) Identify the party or dass of parties to whom the 
disclosure may be made. 

(c) When a disclosure is made under paragraph (a) of 
this section- 

(1) If a parent or eligible student so requests, the 
educational agency or institution shal! provide him orherwith 
a copy of the records disclosed; and 

(2) If the parent of a student who is not an eligible 
student so requests, the agency or Institution shall provide 
the student with a copy of the records disclosed. 

(Authority: 20 U.S.C. 1232g (b)(1) and (b)(2)(A)) 

Sec 99.31 Under what conditions Is prior consent not 
required to disclost Information? 

(a) An educational agency or institution may disclose 
personally Identifiable information from an education record 
of a student without the consent required by Sec. 99.30 if the 
disclosure meets one or more of Iho following conditions: 

(1 ) The disclosure is to other school officials, including 
teachers, within the agency or institution whom the agency or 
Institution has determined to have legitimate educational 
interests. 

(2) The disclosure Is, subject to the requirements of 
Sec. 99.34. to officials of another school, school system, or 
institution of postsecondary education whore the student 
seeks or Intends to enroll. 

(3) The disclosure Is. subject to the requirements of 
Sea 99.35, to authorized representatives of- 

(I) The Comptroller General of the United Slates; 



(ii) The Secretary; or 

(iii) State and local educational authorities. 

(4) (l) The disclosure is in connection with financtataid 
for which the student has applied or which the student has 
received, if tlio information is necessary for such purposes as 
to- 

(A) Detemiine eligidility for the aid; 

(B) Detemiine the amount of the aid; 

(C) Determine the conditions for the aid; or 

(D) Enforce the tenrns and condilions of the aid. 

(ii) As used in paragraph (a)(4)(i) of this section, 
finandal aid" means a payment of funds provided to an 
individual (or a payment in kind of tangible or Intangible 
property to the individual) that Is conditioned on the Individ- 
ual's attendance at an educational agency or institution. 

(Authority: 20 U.S.C. 1232g(b)(1){D)) 

(5) (i) The disclosure Is to State and focal offidals or 
authorities, if a State statute adopted before Nowmber 19. 
1974, specifically requires disclosures to those offidals and 
authorities. 

(ii) Paragraph (a)(5)(i) of this section does not prevent 
a Slate from further limiting thv^ number or type of State or 
locaJ offidals to whom disclosures may be made under that 
paragraph. 

(6) (i) The disclosure i;; to oiganirations conducting 
studies for, or on behalf of, educational agencies or Institu- 
tions to- 

(A) Develop, validate, or administer predictive tests; 

(B) Administer student aid programs; or 

(C) Improve instruction. 

(ii) The agency or institution may disdose information 
under paragraph (a)(6){i) of this section only \U 

(A) The snjdy is conducted in a manner that does not 
penTilt personal identification of parents and students by 
individuals other than representatives of the organization; 
and 

(B) The infcrmation is destroyed when no longer 
needed for the purposes for which the study was conducted. 

(iii) For the purposes of paragraph (a)(6) of this 
section, the term -organization" includes, but Is notlimlted to. 
Federal, State . and local agencies, and Independent organl- 
zations. 

(7) The disclosure Is to accrediting organizations to 
carry out their accrediting functions. 

(8) The disdosure Is to parents of a dependent stu- 
dent, as defined in section 152 of the Intemal Revenue Code 
of 1954. 



(9) (i) The dsclosure is to oDmply with a judicial order 
or lawfully issued subpoena. 

(ii) The educationa! agency or Institution may disclose 
infomiation under paragraph (a)(9)(l) of this section only if the 
agency or institution makes a reasonable effort to notify the 
parent or eligible student of the order or subpoena in advance 
of compliance. 

(10) The disclosure is in connection with a health or 
safety emvergency, under the condtions described in Sec. 
99.36. 

(11) The disclosure is infomiation the educational 
agency or institution has designated as "directory infomia- 
tion* under the conditions described in Sec. 99.37. 

(12) The disclosure is to the parent of a student who 
Is not an eligible student or to the student 

(b) This section does not forbid or require an educa- 
tional agency or institution to dsdose personally Identifiable 
infomiation from the education records of a student to any 
parties under paragraphs (a) (1 ) through (1 1) of this section. 

(Authority: 20 U.S.C. 1232g (a)(5)(A). (b)(1) and (b)(2)(B)) 

Sec. 99.32 What recordkeeping requirements exist 
concaming requests and disclosures? 

(a) (1) An educational agency orinstitution shall main- 
tain a record of each request for access to and each dsclo- 
sure of personally identifiable infomiation from the education 
records of each student 

(2) The agency or institi't^on shall maintain the record 
with the education records of the student as long as the 
records are maintained. 

(3) For each request or disclosure the record must 
include^ 

(i) The parties who have requested or received per- 
sonally identifiable infomiation from the education records; 
and 

(ii) The legitimate interests the parties had in request- 
ing or obtaining the infomiation. 

(b) If an educational agency or institution dscloses 
personally identifiable information from an education record 
with the understandng authorized under Sec. 99.33(b), the 
record of the dsclosure required under this section must 
include- 

(1 ) The names of the additional parties to which the 
receiving party may dsclose the information on behalf of the 
educational agency or institution; and 

(2) The legitimate interests under Sec. 99.31 which 
each of the additional parties has in requesting or obtaining 
the infomiation. 

(c) The following parties may inspect the record relat- 
ing to each student: 



(1) The parent or eligible student 

(2) The school official or his or her assistants who are 
responsible for the custody of tiie records. 

(3) Those parties authorized in Sec. 99.31(a) (1) and 
(3) for tiie purposes of auditing the recordkeeping proce- 
dures of the educational agency or institution. 

(d) Paragraph (a) of tills section does not apply if the 
request was from, or tiie disclosure was to- 

(1 ) The parent or eligible student; 

(2) A school official under Sea 99.31(a)(1); 

(3) A party with written consent from the parent or 
oligible student; or 

(4) A party seeking directory infonmation. 

(Authority: 20 U.S.C. 1232g(b)(4)(A)) 

(Approved by tho Office of Management and Budget under 
control number 1880-0508) 



Sec. 99.33 What limitations apply to the redisdosure of 
information? 

(a) (1) An educational agency or institution may ds- 
close personally identifiable information from an education 
record only on the condtion that the party to whom the 
infomiation is discfosed will not dsdose tiie information to 
any otiier party witiiout tiie prior consent of the parent or 
eligible student 

(2) The officers, empfoyees. and agents of a party that 
receives infomiation under paragraph (a)(1) of this section 
may use tiie infomiation. but only for the purposes for which 
tiie dsclosure was made. 

(b) Paragraph (a) of this section does not prevent an 
educational agency or institution from disdosing personally 
identifiable information witfi the understanding that tfie par^ 
receiving the information may make further dsdosures of tiie 
inforrpation on behalf of tfie educational agency orinstitution 
•f- 

(1) The disclosures meet tfie requirements of Sea 
99.31; and 

(2) The educational agency or institution has com- 
plied witfi the requirements of Sec. 99.32(b). 

(c) Paragraph (a) of this section does not apply to 
disdosures of drectory information under Sec. 99.31 (a)( 1 1 ) 
or to dsdosures to a parent or student under Sec. 
99.31(a)(12). 

(d) Except for dsdosures under Sea 99.31(a) (11) 
and (12). an educational agency orinstitution shall infomi a 
party to whom dsdosure is made of tiie requirements of tills 
section. 

(Autfiorily: 20 U.S.C. 1 232g(b)(4)(B)) 




Sec. 99.34 What conditions apply to disclosure of 
Information toothereducttionalagencledorlnstltutlons? 

(a. An educational agency or institution thatdscloses 
un education record under Sec. 99.31(a)(2) shall- 

(1 ) Make a reasonable attempt to notify the parent or 
eligible student at the last known address of the parerl or 
eHgible student, unless- 1 

(1) The dsctosure is initiated by the parent or eligible 
student; or 

(ii) The policy of the agency or institution under Sec. 
99.6 includes a notice that the agency or institution forwards 
education records to other agendes or institutions that have 
requested the records and in which the student seeks or 
intends to enroll; 

(2) Give the parent or eligible student, upon request, 
a copy of the record that was disclosed; and 

(3) Give the parent or eligfole student, upon request, 
an opportunity for a hearing under Subpart C. 

(b) An educational agency orinstitutfen may dsctose 
an education record of a student in attendance to another 
edjcational agency or institutfon if- 

( 1 ) The student is enrolled in or receives services from 
the other agen<?/ or institution; and 

(2) The disclosure meets the requirements of para- 
graph (a) of this section. 

(Authority: 20 U.S.C. 1232g (b)(1)(B)) 

Sec 99.35 What conditions apply to disclosure of 
information for Federal or State program purposes? 

(a) The officials listed in Sec. 99.31(a)(3) may have 
access to education records in connection witfi an audit or 
evaluation of Federal or State supported education pro- 
grams, or for the enforcement of or compliance with Federa» 
legal requirements which relate to those programs. 

(b) Information that is collected under parag raph (a) of 
this section must- 

(1) Be projected in a manner that does not penmit 
personal identification of indwduals by anyone except the 
officials referred to in paragraph (a) of this section; and 

(2) Be destroyed when no longer needed for the 
purposes listed in paragraph (a) of this section. 

(c) Paragraph (b) of this section does not apply if- 

(1) The parent or eligiLle student fias given written 
consent for the disclosure under Sec. 99.30; or 

(2) The collection of personally identifiable informa- 
tion is specifically authorized by Federal law. 

(Autfiority: 20 U.S.C. 1232g(b)(3)) 

Sec. 99.36 What conditions apply to disclosure of 
Information In health and safety emergencies? 



(a) An educational agency or institutk>n may dsctose 
personally kientifiable information from an education record 
to appropriate parties in connection with an emergency if 
knowledge of tfie information is necessary to protect the 
health or safety of the student or other indivkJuals. 

(b) Paragraph (a) of this section shall be strictly 
construed. 

(Authority: 20 U.S.C. 1232g(b);i)(l)) 

Sea 99.37 What conditions apply td disclosing directory 

information? 

(a) An educi^tional agency or institutwn may disease 
directory infomiation if it has given public notice to parents of 
students in attendance and eligible students in attendance at 
the agency or institution of- 

(1) The types of personally identifiable kifbrmation 
that the agency or institution has desigr;ated as db^ctory 
information; 

(2) A parents or eligible students right to refuse to Set 
the agency or institution designate any or all of those types 
of infomiation aboutthestudentas directory infonmation;and 

(3) The period of time v«thin which a parent or eligible 
student has to notiV the agency or institutkjn in writing that 
he or she does not want any or all of those types of 
infomiation about the student designated as directory infor- 
mation. 

(b) An educational agency or institution may dbctose 
directory infomiation about former students v«thout meeting 
the conditions in paragraph (a) of this section. 

(Authority: 20 U.S.C. 1232g{a)(5) (A) and (B)) 

Subpart E-What are the Enforcement 
Procedures? 

Sea 99.60 What functions has the SecreUry delesated 
to the Office and to the Education Appeal Board? 

(a) For the purposes of this subpart, "Office* means 
the Family Policy and neguiations Offjce. U.S. Department 
of Education. 

(b) The Secretary designates the Office to- 

(1) investigate, process, and review complaints and 
violations under the Act and this part; and 

(2) Prowie technical assistance to ensure compli- 
ance with the Act and this part 

(c) The Secretary designates the Education Appeal 
Board to act as the Review Board required under the Act 

(Authority: 20 U.S.C. 1232g (0 and (g). 1234) 

Sec. 99.61 What responsibility does an educational 
agency or Institution have concemInQ conflict with State 
or local laws? 



If an educational agency or institution detemilnes that 
it cannot comply with the Act or this part cJue to a conflict with 
State or local law. it shall notify the Office within 45 days, 
giving the text and citation of the conflicting taw. 

(Authority: 20 U.S.C. 1232g(f)) 

Sea99.62 Whathformation mustun educational agency 
or Institution submit to the Office? 

The Office may require an educational agency or 
institution to submit reports c:*ntaining infomiation neces- 
sary to resolve complaints under the Act and the regulations 
in thiis part 

(Authority: 20 U.S.C. 1232g (0 and (g)) 

Sec.d9.63 Where are complaints filed? 

A person may file a written complaint with the Office 
regarding an alleged violation under the Act and this part 
The Office's address is: Family Policy and Regulations 
Office, U.S. Department of Education, Washington. DC 
20202. 

(Authority: 20 U.S.C. 1232g(g)) 

Sea 99.04 What is the complaint procedure? 

(a) A complaint fifed under Sec. 99.63 must contain 
specific allege tionsof fact giving reasonabte cause to believe 
that a violation of the Act or this part has occuned. 

(5) The Office investigates each timely complaint to 
detennine whether the educational agency or institution has 
failed to comply with the provisions of the Act or this part. 

(Authority; 20 U.S.C. 1232g(f)) 

Sea 99.65 What is the content of the notice of complaint 
Issued by the Office? 

(a) If the Office receives a complaint, it notifies the 
complainant and the educational agency orinstitution against 
which the violation has been alleged, in wrifing, that the 
complaint has been received. 

(b) The notice to the agency or institution under 
paragraph (a) of this section- 

(1) Includes the substance of the alleged violation; 

and 

(2) Infomis the agency orinstitution that the Office will 
investigate the complaint and that the educational agency or 
institution may submit a written response to the complaint 

(Authority: 20 U.S.C. 1232g(g)) 

Sea 99.66 What are the responsibilities of the Office in 
the enforcement process? 

(a) The Office reviews the complaint and response 
and may permit the parties to submit further written or oral 
arguments or information. 

(b) Following its investigation, the Office provides to 
the complainant and the educational agency or institution 



wrinen notice of its findings and the basis for its findings. 

(c) If the Office finds that the educational agency or 
institution has not complfed with the Act or this part, thenotice 
under paragraph (b) of this section- 

(1) Includes a statement of the spedfic steps that the 
agency or institution must take to comply: and 

(2) Provides a reasonable period of time, given all of 
the circumstances of the case, during which the educational 
agency or institution may comply voluntarily. 

(Authority: 20 U.S.C. 1232g(f)) 

Sea 99.67 How does the Secretary enforce decisions? 

(a) If the educational agency or institution does not 
comply during the period of time set under Sea 99.66(c), the 
Secretary take an acton authorized under 34 CFR Part 
78, induding- 

(1) Issuing a notice of intent to temiinate funds under 
34 CFR 78.21; 

(2) Issuing a notice to withhoW funds under 34 CFR 
78.21, 200.94(b) or 298.45(b), depending upon .the appli- 
cable program under which the no&:e is issued; or 

(3) Issuing a notice to cease and desist under 34 CFR 
78.31 , 200.94(c) cr 298.45(c), depending upon the program 
under which the notice is issued. 

(b) If, after an investigation under Sec. 99.66, the 
Secretary finds that an educational agency or institution has 
complied voluntanly with the Act or this part, the Secretary 
provides the complainant and the agency or institution writ- 
ten notice of the dedsion and the basis for the dedsion. 

(Note: 34 CFR Part 78 contains the regulations r>f the 
Education Appeal Board.) 

(Authority: 20 U.S.C. 1232g(g)) 

Appendix-Analysis of Comments and 
Changes 

The following is an analysis of comments and changes 
in the regulations since publication of the NPRM. Substan- 
tive issues are discussed urder the section of the regulations 
to which they pertain. Technical and other minor changes are 
not addressed. 

Two issues were raised that cannot be addressed 
under any spedfic section of the regulations. In one case 
commenters raised the issue in the context of different 
sections of the regulations; in the other case the issues 
concemed a section that was removed from the regulations. 
The following is a discussion of those two issues: 

o Release of records from another agency or institu- 
tion. 

Comment: Several commenters believed an agency 
or institution should not be required to provide a student a 
copy of a transcript or other records from another agency or 
institution unless the originating agency or institution is no 
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longer in existence. Other commenters believed language 
should bo included that would permit an educational agency 
or Institution to dodine a wcjuest for disclosure of a studanfs 
transcript or other records from another agency or institution, 
unless the originating agency or institution is. no longer in 
existence. 

Discussion: The records in question fall within the 
definition of education records in that ihey are directly related 
to a student and are maintamed by an educational agency or 
institution. An agen<y or institution is required to provide a 
parent or an eligible student access to all records, includng 
those ^scripts and records it did not originate but that it 
maintains. This requirement is set forth in the section entitled, 
•What rights exist for a parent or eligible student to inspect 
and review education records?" The FERPA does not forbid 
or require an agency or institution to dsckjse records to a 
third party, nor would it prevent an agency or institution from 
establishing a policy of not disclosing to third parties records 
that had originated at another agency or instiJution. 

Change: None. 

o Waiver of Rights. 

Comment: One commenter expressed concern about 
the removal of the section which set forth the condtions 
under whidi a parent or a student could waive any or all of his 
or her rights under the Act V/hile not endorsing nonstatutory 
waivers, thecommenterbelievedthatif nonstatutory waivers 
will continue to be recognized, the conditions governing 
those waivers are necessary in order to protect against any 
possible abuse. A second com me nter su pported the deletion 
of the general waiver proWsion, stating that there is no 
authority for waivers beyond the very narrow ones set forth 
in the statute. 

Discussion: There was no statutory requirement for 
the wdver provision that was induded in the regulations or 
the conditions under which nonstatutory waivers could be 
permitted. Therefore, the section was removed. However, in 
renwving it. the Secretary does not intend to predude 
educationaj agendes and institutions from establishing poli- 
des and condtior^s under which parents or students would 
be allowed to execute nonstatutory waivers. 

Change: None. 

The Secretary's discussion of the other comments 
received on the NPRM follows: 

Section 99.1 To which educatlonat agencies or 
Institutions do these regulations apply? 

Comment: One commenter questioned the spedfic 
legislative authority exempting programs from this part and 
the effect of exempting the programs. 

Discussion: The statute appears in Part C of the 
General Education Provisions Act (GEPA). Prior to the 
establishment of the Department, Part C applied only to 
programs administered by the Commissioner of Education. 
The Commissioner had no autfiority over programs admini- 
stered by the Assistant Secretary of Education and the 
Director of the National Institute of Education. For programs 
that were transferred to the Department under the Depart- 
ment of Education Organization Act (DEOA). the provisions 



of Part C continued to apply oi ..y to those prof|rams adminis- 
tered by the Commissioner on the day preceding the effec- 
tive dateofthe DEOA.Thus. FERPAdoes net apply to former 
National Institute of Education programs and tfie fonner 
National Center for Educational Statistics, Rehabilitation 
Services, National Institute of Disability and Rehabilitation 
Research, Cdlege Housing, and the Transition Program for 
Refugee Children. 

Change: None. 

Section 99.3 What definitions apply to these regulations? 

Definition of 'Directory Information'. 

Comment: Several commenters objected to the stan- 
dard proposed in the definition of "drectory information,' 
stating there is no authority to broaden the tenn to indude 
other information beyond tf^at identified by Congress. Others 
stated that what may be considered an invasion of privacy by 
one person may not be so considered by another, which 
could result in inconsistency. 

In contrast, an equal number of commenters stated 
that the standard is "rtiost helpful," a "notable improvement" 
and "should be incorporated in the regulations." One com- 
menter asked that dstinguished academic perfomiance or 
pubf^ sennce be induded. 

One commenter asked how the standard was devel- 
oped. Others seemed to believe the stan;5ard wouM replace 
the items that have been designated by statute. 

Discussion: The statute states that"drectocy infbmia- 
tion" relating to a stude nt indudes the fdtowing: * ♦ ♦ and then 
lists items which may be considered directory information. 
The Department had interpreted the word Indudes" to mean 
the list was not prescriptive. To darify that interpretation, the 
phrase - * ♦ and other similar information" was added to the 
definition in the regulations published in 1976. 

The Secretary, in revising the regulations, dedded it 
would be preferable to establish a standard for interpreting 
the scope cf the legislation. The standard, together with the 
list of items, shouW provide sufficient guidance for educa- 
tional agendes and institutions. The standard wouW pemiit 
an agency or institution to mention dstinguished academic 
performance or public service as long as it had designated 
that information as drectory infomiation and the parent or 
student had not objected to such a dsdosure. 

Change: None. 

Section 99.3 Definition of "Education Records". 

Comment: A commenter believed the regulations are 
unclear on whether the definition of education records in- 
dudes or exdudes records relating to an individual in atten- 
dance at an educational agency or institution who is also 
employed as a result of his or her status as a "student" 

Discussion: All records relating to a student who is 
also an employee of an educational agency or institution are 
induded in the definition of education records if the studenrs 
employment is contingent on the fact that he or she is a 
student For example, all records, includng emptoyment 
records, of a student enrolled in a wori(-study program are 
education records; likewise, all records of a student who. 
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because he or she is a student, is employed by the educa- 
tional agency or institutioh to serve as a teaching assistant, 
lecturer, or in some other capacity, are education records. 
Excluded from the definition of education records are the 
emp)oynf>ent records of an emptoyeennduding. for example, 
a teaching assistant or lecturer-whose employment did not 
result from and does not depend on the fact that he or she 
may also be a student at the agency or institution, provided 
that these employment records are made dnu maintained in 
the nomnal course of business, relate exclusive^ to the 
individual in that inc£vidual*s cr^dty as an employee, and 
ara not available for use for any other purpose. 

Change: The definition has been rewritten for darity. 

Commer^t: One commenter believed that personal^ 
identifiable information relating to events or matters that 
transpire after the student is no longer in attendance should 
be covered by the definition of education records. The 
commenter was concerned that the exclusion of this informa- 
tion from the definition is without statutory authority, that it 
would allow an educational agency or institution to collect 
negative allegations or information on a former student, and 
that the parent or student would have no protection against 
release of the information to third parties. 

Discussion: The exduston is intended to allow educa- 
tional agendes and institutions and their alumni organiza- 
tions to perform their traditional functions of fund-raisirig and 
publishing information concerning the accomplishments of 
alumni. Most, if not all, alumni organizations perform these 
functions in contact with the fbnner students. Since the 
collection and use of negative information about alumni is not 
an accepted or usual practice of educational agendes or 
institutions, the Secretary has dedded that any expectation 
of abuse is minimal and would be insufficient to justify 
Imposing an additional regulatory burden. 

Change: None. 

Section 99^ Definition of "Parent". 

Comment One commenter believed the definition of 
"parenr should specifically state that a school district must 
provide rights to both natural parents, custodial and noncus- 
todal. Another commenter believed that the new section 
"What are the rights of parents?" should speafically state that 
"noncustodial* parents are induded in the Acts coverage. 
The commenters believed the proposed additions would 
further clarify the rights of noncustodial parents. 

Discussion: In revising the regulations, the Secretary 
recognized the need to clarify the rights of custodial and 
noncustodial parents. Therefore, the new section was added 
testate spedfically that the agency or institution shall give full 
rights under the law to either parent unless the agency or 
institution has been provided with evidence that there is a 
court order. State statute, or legally binding document relat- 
ing to such matters as dvorce, separation, or custody, that 
spedfically revokes these rights. The Secretary believes this 
new section provides suffident darification and that the 
definition of 'parenr should remain as it appeared in the 
proposed regulations. 

Change: None. 



Section 99.3 Definition of "Student**. 

Comment: One commenter stated that the indusion 
of lomier studenr in the definition of "studenr improves the 
definition. Two other commenters appeared to believe that 
the purpose of (he revision was to extend the law's coverage 
to indude former students. 

Discussion: Former students are covered under the 
statute's definition of student and have been entitled to the 
same rights as students in attendance since the taw's pas- 
sage. The intent of the revision is to make this dear in the 
definition 'Section of the regulations. Those spedfic provt- 
sk)ns of the regulations where rights are limited to cunent 
students are cleariy stated in the revised regulations. See 
Sec. 99.7 regarding annual notification. Sea 99.34 regarding 
Olsdosure to other educational agendes and institutions and 
Sea 99.37 regarding directory infomiation. 

Change: None. 

Section 99.5 What are the rights of eligible students? 

Comment Two commenters believed the paragraph 
that was removed from this section, which is entitied 'Student 
Rights* in the current regulations, should be reinserted. The 
paragraph stated that the rights of an eligible student are not 
affected by a provision in the regulations that allows an 
agency or institution to dsdose information to the parents of 
such a student without the student's written consent One of 
these commenters believed the reference shouki be reirv 
serted in order to make clear the fact that the students right 
to have access to his or her education records is not affected 
by the students status as a dependent The other commen- 
ter believed the remov^ of the reference may result in 
increased pressure on institutions to grant a parents request 
for access without fbmially establishing that the student is in 
fact a dependent as defined in section 152 of the Internal 
Revenue Code. 

Discussion: This section of the regulations dearly 
states that when a student becomes an eligible student, all of 
uie FERPA rights transfer from the parents to the student 
The section of the regulations ent^ed 'Under what condi- 
tions is prior consent not required to disdose inforniation?" 
provides that an agency or institution may disdose informa- 
tion to the parents of a dependent student without the 
students consent; the provision does not require the school 
to do so. The paragraph that is being removed was not 
intended to have any effect on an agency's or institution's 
dedsion on whether to g rant the parents request for inform a- 
tion. Nor was it intended to affect an agency's or institution's 
policies in establishing that a student is a dependent as 
defined in section 152 of the internal Revenue Code. 

Change: None. 

Comment: Three commenters believed educational 
agenices and institutions should be required to allow the 
parents of dependent students to inspect and review the 
education records of the student. Another commenter be- 
lieved that even allowing educational agencies and institu- 
tions to afford the parents the opportunity to have access 
undennined the intent of the law by removing the students 
right to have control over the disdosure. This commenter 
believed that specific procedures for release of infomiation to 
parents in specific drcumstances were needed. 
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Discussion: The statute dearty provides that the par- 
ents* rights afforded by the law transfer to the student when 
the student reaches age 18 or is attending an institution of 
postsecondary education. The statute also clearly provides 
that an educational agency may disdose the education 
records of a dependent student to the parents of the student 
without the student's consent. The Secretary has no author- 
ity to change these statutory provisions. He finds nothing in 
the statute to indicate that Congress intended the Depart- 
ment to develop procedures such as the one commenter 
suggested and believes that to do so would irnpose an 
unnecessary regulatory burden. 

change: None. 

Comment: A commenter believed the regulations 
should clarify the status of handicapped students over the 
age of 18 whose handcapping condition is such as to affect 
their ability to understand and^or exerdse their rights under 
the Act 

Discussion: The Secretary has carefully considered 
this question in light of the fact that at age 18 the rights 
transfer from the parent to the student He has dedded that 
a student who is so severely handicapped as to prevent the 
student from exerdsing fiis or her rights under the Act would 
in most cases be under the legal care or guardianship of 
another person or entity. In the absence of a court's order of 
guarcfianship. the Secretary believes it would be reasonable 
to presume that the parents of such a student are the persons 
who are in the best position to act on behalf of the student 
Therefore, the Secretary has decided that no spedfic provi- 
sion in the regulations is necessary. 

Change: None. 

Comment: One commenter was concemed about the 
statement in the proposed regulations that provides that an 
incf vidual does not have rights In components of an "agency 
or Institution at which the individual has never been in 
attendance." The commenter questioned whether a student 
who is enrolled in one component of a university and lakes 
one course In another component is considered to be a 
student in attendance at, and with rights In. both compo- 
nents. The commenter believed the prevision could result In 
the disclosure of records by a component of the Institution In 
whidi the student has never been in attendance. 

Discussion: In revising the regulations, two significant 
phrases were unintentionally omitted from the statement 
The statement should have read. If an individual is or has 
been in attendance at one component of an educational 
agerrcy or institution, that attendance does not give the 
individual rights as a student in other components of the 
agency or Institution to which the incRvidual has applied for 
admission but has never been in attendance." Conceming 
thecommenters spedfic question, if an individual applied for 
but was not admitted to a component, the individual would 
have no rights with regard to his or her application for 
admission to that component This result is consistent with 
extensive legislative history on the subject. However, if an 
individual took a course in the component to which he or she 
had been denied admission, that individual would have 
FERPA rights witii respect to that course, but still would not 
have rights with respect to the denied application for admis- 
sion to that component 



Change: The phrases 'is or has been in attendance 
ar and "to which the Incfividual has applied for admission* 
have been added. 

Comment: A commenter was concemed that an insti- 
tution might misinterpret the language in this provision to 
mean that a student would not have rights with respect to 
records which happen to be maintained in a component other 
than the component in which the student is enrolled. 

Discussion: A student cannot be denied access or 
other rights with respect to his or her education records, 
regardless of location. 

Change: None. 

Comment: A commenter suggested that the words 
•his or her parent* in this section be changed to the parents" 
and the words "parents of students" be changed to "parents." 

Discussion: In revising the regulations, the Secretary 
changed the definition of "parent" to eliminate the need to 
refer to the parent of the studenr or "his or her parent" 
throughout the regulations. The need for changing the temii- 
nology in this section was overloaked. 

Change: The temiinology has been revised to read 
•parents." 

Section 99.6 What infomiation must an educational 
agency's or Institution's policy contain? 

Comment: One commenter believed an educational 
agency orinstitution should be required to include in its policy 
a statement that grades may not be appealed. 

Discussion: The legislative history of FERPA incfi- 
cates that the Act was not Intended to be used to replace 
previously established procedures to appeal the grade given 
the student's perfomiance in a course. However, given the 
discretion delegated to educational agencies or institutions 
in implementing FERPA. an agency or institution might 
choose to perniit parents of students or eligible students to 
use FERPA procedures to challenge a grade. Therefore, the 
Secretary has decided that it is not necessary or appropriate 
to require educational agencies'and Institutions to state in 
their policies that a studenrs grade may not be appealed. 

Change: None. 

Comment:Anothercommenterexpressedagreement 
with the revisions made in this section with regard to the 
written policy each educational agency or Institution must 
adopt However, the commenter seemed to believe that the 
regulations required an educational agency or Institution to 
publish Its policy as part of its annual notification and that this 
requirement was being removed in revising the regulations. 

Discussion: The only revisions made In this section, 
which was previously numbered 99.5, were made for the 
purpose of dariflcation. Neither the current nor the revised 
regulations require that an educational agency or institution 
Indude Its policy In the annual notification. Both regulations 
require that the annual notification indude a statement of 
where the policy may be obtained. 

Change: None. 



Section 99.7 What mutt an educational agency or 
inatitutton Include in its annual notification? 

Comment One commenter believed the intent of the 
law is that educational agencies and institutions be required 
to 'make notifK^ation available" to parents or students rather 
than to •notify" parents or students. Therefore, the commen- 
ter suggested that the word "noti^" in the first paragraph of 
the section be replaced by the word5 "make notification 
available." 

Discussion: The statute requires educational agen- 
cies and institub'ons to infomi the parents or the eligible 
students of the rights accorded them by the Act In order to 
infomi the parents or the eligible students of their rights, 
educational agencies and instituD'ons would be required to 
noti^, not simply make notification available. 

Change: None. 

Comment: One commenter pointed out that the re- 
vised regulations would require educational agendes and 
institutions to notify parents of students in attendance "and* 
eligible students in attendance wiiereas the former regula- 
•ions required that parents 'or* students be nob'fied. 

Discussion: The use of the v/ord "or* can connote the 
idea that an educational agency or institution has an opb'on 
either to notify parents of all students-whether the students 
are eligible or noT*6r to notify only eligible students. Con- 
versely, use of "and" could be construed to rec^irecfisclosure 
to eligibie students and all parents, whether of hot they were 
the parents of noheligible students. The word *and* is used 
in this section with the understandng that in the phrase 
"parents and eligible students" the word 't'arents" means the 
parents of students who are nor eligible students. Thus, the 
requirements in question apply both to eligible students and 
to parents of students who are not eligible students. 

Change: None. 

Comment: One commenter, writing on behalf of an 
institution of higher education, believed language should be 
inserted to relieve notification requirements with respect to 
parents who reside outside the continental United States. 
The commenter also believed agencies and institutions 
should not be required to notify parents of students who have 
a primary or home language other than English if the student 
has demonstrated the minimal command of the English 
language required for admission to the institution. 

Discussion: The statute requires that educational 
agendes or ins titutions inform the parents or students of their 
rights. It does not, however, require that the parents or 
students be notified individually; a general notification, such 
as by publication in a newsletter or college bulletin, is 
adequate. The requirement that an agency or institution 
notify parents of students who have a primary or home 
language other tiian English applies only toelementary and 
secondary schools. Institutions of higher education are not 
reqMired to Inform parents of rights, just eligible students. 

Change: None. 

Comment One commenter asked for infomiatlon on 
how educational agencies and institutions are to notify for- 
mer students of their rights and the agency's or institution's 
policies. 



Discussion: Both the cunrent regulations and tiie re- 
vised regulations provide tiiat notification must be given only 
to parents of students in attendance or eligible students In 
attendance. The notification of rights and pol'wy need not be 
provided to fomier students or tiieir parents, in any case, as 
noted in tiie discussion of tiie preceding comment, a general 
notification by publication in a newsletter or college bulletin 
is adequate to satisfy tiie statutory and regulatory require- 
ments. 

Change: None. 

Section 99.10 What rights exist for • parent or eligible 
student to Inspect and review education records? 

Comment A commenter believed there was aneed to 
clarify tiie requirement that an educational agency or institu- 
tion comply with a request for access to recor<^ witiiin 'a 
reasonable period of time, but in no case more than 45 days 
after it has received tiie request* The commenter indicated 
tiiat the regulations should emphasize that it is quite often 
reasonable to provide access within a shorter period of time 
tiian tiie 45-day limit 

Discussion: The Secretary finds tiiat, in practice, 
sdiools often provide access witiiin a period of time is 
considerably shorter tiian tiie 45*day limit He has dedded 
tiiat the phrase "but in no case more tiian 45 days" sen/es to 
emphasize that 45 days is the maximum time alk>wed for 
compliance. 

Change: None. 

Comments: Two commenters were of tiie opinion that 
parents should be entitled to obtain copies of the education 
records of their diildren. Botii commenters indicated tiiat 
having copies of tiie records would provide protection against 
a school's losing or misplacing records. One of tiie commen- 
ters believed tiie provision would be particulariy benetidal for 
families who move to a new location, in tiie event tiie 
education records are misplaced or tost in transit or in tiie 
event transfer of the records is delayed. The ottier commen- 
ter believed such a provision woUd also relieve schools of tiie 
necessity of determining when a denial of copies would 
effectively result in a denial of access. 

Discussion: Both the current and tiie revised regula- 
tions set forth conations which apply to tiie (fisclosure of 
information to other educational agendes and institutions in 
which a student seeks or intends to enroll. One of tiie 
conditioi<js is tiiat an agency or institution which transfers 
records to another agency or institution must give tiie parent 
or eligible student, upon request, a copy of tiie record tiiat 
was disclosed. This is required by statute. 

The second case in which an educational agency or 
institution must provide copies is when a parent or student 
gives a written consent for tiie disdosure of information from 
tiie student's education records and requests a copy of tiie 
records disclosed This is also a statutory requirement 

The cunent and tiie revised regulations also require 
an educational agency or institution to provide copies of 
education records if a bilure to do so would effectively result 
in a denial of access, and to include in tiieir written policy a 
description of tiie circumstances in whidi the agency or 
institution believes it has a legitimate caus^todeny a request 
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for a copy of education records. These requirements, while 
not specifically stated In the statute, are necessary to imple- 
ment the statutory requirement thatan educational agency or 
institution shall not have a policy of denying, or effectively 
preventing, aparentorstudentthe rightto inspect and review 
the education records of the student 

The Secretary has decided that it would impose an 
unnecessciy burden to require educational agencies or 
institutions to provide copies except as is now required by 
statute and the Implementing regulations. However, nothing 
in the statute or the regulations would preclude an educa- 
tional agency or Institution from adopting a policy of providing 
copies in other cases, if it so chooses. 

Change: None. 

Comments: Two commenters believed the provision 
that prohibits educational agencies and institutions from 
destroying records if there is a pending request for access 
should be expanded. Both commenters believededucational 
agencies and institutions should be required to notify parents 
prior to destruction of documents and afford them an oppor- 
tunity to Inspect and review or obtain the records. 

Discussion: The Secretary has dedded that such a 
requirement would impose an unnecessary burden on edu- 
cational agencies and Institutions. In many cases. State law 
or agency or institutional policies and procedures prescribe 
a period of time in which education records are required to be 
maintained. Nothing in the Act or these regulations would 
preclude an educational agency or institution from imple- 
menting a policy of notifying parents oreligible students prior 
to the destruction of any education records. 

Change: None. 

Comments: One commenterexpressedconcem about 
the provision that accords an eligible student the right to have 
his or her medical treatment records reviewed by a physician 
or other appropriate professional of the students choice. The 
commenter questioned whether postsecondary institutions 
would be obligated to verify the credentials of the profes- 
sional chosen by the student. 

Discussion: This provision Is based on a requirement 
in the statute. The provision describes the rights of inspection 
and review of education records in the revised regulations. 
Neither the statute nor the regulations prescribe any proce- 
dures for verification. 

Change: None. 

Comments: One commenter believed that a provision 
in this section lends supportto parents who claim they should 
have the right to have access so long as they sre supporting 
the student in college. The provision in question reads, "* * * 
each educational agency or institution shall permit a parent 
or eligible student to Inspect and review the education 
records of the student." It is the phase "parent or eligible 
student" that the commenter believed lends support to the 
parent's claim. 

Discussion: The word "parent" In the phase "parent or 
eligible student" means the parentofa student who is not an 
eligible student. Thus, at the collage level. FE RPAaf fords the 
eligible student the right of inspection and review. FERPA 



does not. however, prohibit an educational agency or institu- 
tion from disclosing the education records of an eligible 
student to the parents of the eligible student if the student is 
a dependent child as defined in section 152 of the Internal 
Revenue Code of 1954. The provision which allows educa- 
tional agencies and institutions to disclose Information to 
parents of eligible students is set forth in the section entitled. 
'Under what conditions is prior consent not required to 
disclose infomiation?* 

Change: None. 

Section 99.11 Mayan educational agency or Institution 
charge a fee for copies of education records? 

Comments: One commenter believed fees for copy- 
ing should be limited to the actual cost of reproduction. The 
commenterbelievedthat unless fees are limited to the actual 
cost of copying, an educational agency or institution might 
Incorporate into the fee costs for search and retrieval of 
education records. A second commenter indicated that an 
educational agency or institution should be allowed to charge 
a fee for search and retrieval, if done manually, and for any 
other costs incurred In providing copies. 



Discussion: Educational agencies and Institutions are 
entitled to charge reasonable fees for the actual cost of 
reproduction, secretarial time, and postage. The Secretary 
considered whether to include a provision to allow educa- 
tional agencies and institutions to charge a fee for search and 
retrieval. He dedded that providing parents or students 
access to education recoids is a function that is generally a 
part of the accepted and nomial business of educational 
agencies and institutions. 

Change: None. 

Section 99.12 What limitations exist on the right to 
Inspect and review records? 

Comment; One commenter was concemed about the 
removal of the provision that required educational agencies 
and institutions to document the confidentiality of letters and 
statements of recommendation that were placed in the 
education records of a student prior to January 1, 1975. The 
commenter believed that the requirement provided the only 
reliable way of determining that a letter or statement was 
indeed "confidential.* 

Discussion: The provision was removed because it 
placed an undue burden on agencies and institutions to 
expect that they would be able to document the confidential- 
ity of letters or statements that were solicited or sent and 
retained more than 10 years ago. 

Change: None. 

Comment: A commenter raised a question relating to 
the provision that an educational agency or institution cannot 
require a waiver as a condition for admission to or receipt of 
a service or benefit from the agency or institution. With that 
in mind, the commenter asked whether a placement office 
would be denying a serw'ce or benefit to a student by advising 
the student that a professor will not write a letter of recom- 
mendation or an employer will not accept a letter of recom- 
mendation, or botii, unless the student signs a waiver. 



Discussion: A faculty member's refusal to write a 
reference without a waiver would be considered an action of 
that individual and not o* the agency or institution. A place- 
ment office would not be denying a service or benefit by 
advising the student of the faculty member's or employer's 
refusal. 

Change: None. 

Comment: One commenter believed the provision in 
this section that allows an applicant for admission to waive 
his or her rights under certain conditions should be removed. 

Discussion: The provision is required by statute. 
Therefore, the Secretary has no authority to remove it from 
the regulations. 

Change: None. 

Section 99.21 Under what conditions doe» a parent or 
eligible student have the right to a hearing? 

Comments: Two commenters believed that a parent 
or student should have the option of inserting a statement in 
an education record without first going through the hearing 
process that is provided in this section. The commenters 
interpreted the statute as intendng tiiat an educational 
agency or institution must provide a parent or a student both 
an opportunity for a hearing and an opportunity to insert a 
statement in tiie record. They believed the regulations mis- 
apply tiie statute's intent by requiring that a parent or student 
go through the h earing process before exercising the right to 
place a statement in the record. One of the commenters 
stated that this requirement can result in extensive delay in 
cases where a parent's or student's interest in inserting a 
clarifying statement in the record is time-sensitive. 

Discussion: The statute provides that the parents or 
students must be afforded *an opportunity for a hearing * * * 
to challenge the content of [the] records and to provide an 
opportunity for the correction or deletion of [data] and to insert 
into [the] records a written explanation * * * respecting the 
content of [the] records." the statute is not definitive on the 
question of whether the parent's or student's right to place a 
statement in the records exists Independent of the hearing 
process. However, the Secretary believes that the order in 
which the hearing and the statement are addressed in the 
statute indicates that the Congressional intent was that a 
parent or student should exhaust the administrative remedy 
afforded by the hearing process before exercising the right to 
place an explanatory statement in the record. 

After considering this issue, the Secretary has de- 
cided that to require a hearing would be burdensome in cases 
where an educational agency or institution and the parent or 
student are clearly in agreement that an explanatory state- 
ment alone is the appropriate remedy, if one or the other of 
the two parties disagrees, then the parents or eligible student 
must exhaust the remedy afforded by the hearing process 
before entering an explanation in the record. The Secretary 
finds no reason to regulate on this issue since it may be 
resolved by the two parties directly involved. 

TheSecretaryhas also consideredwhetheran agency 
or institution could be required to allow a parent or student to 
insert a statement in the record if the parent or student 
considers the matterto be time-sensitive. There is no FERP A 
provision which woidd require an agency or institution to 



expedite the process in a situation where a parent or student 
believes time is a factor. The explanatory statement provided 
for in the regulations is not intended to serve any purpose 
other than to document the parent's or student's final position 
on the accuracy of an education record. 

Change: None. 

Comment: One commenter believed the statement 
that a parent or student inserts in the education record could 
provide an unlimited opportunity to enter a statement of 
disagreement The commenter suggested that such a state- 
ment should be limited to a declaration of disagreement and 
that the educational agency or institution should have the 
right to refuse to include information beyond such a dedara- 
tioii. 

^ Discussbn: The statute requires that a parent or 
student be afforded an opportunity to insert into the records 
•a written explanation * * * respecting the content of [the 
disputed] records." The Secretary has no authority to require 
that the statement be limited to a declaration of dsagree- 
ment. 

Change: None. 

Comment: One commenter suggested an amend- 
ment of the provision which requires that an educational 
agency or institution dsclose a parent's or a student's ex- 
planatory statement whenever it dscloses the portion of the 
record to which the statement relates. The commenter be- 
lieved that educational agendas or institutions with complex 
or automated reoordlmping systems should not be required 
to provide a copy of the explanatory statement along with a 
disdosed record. Instead, the commenter believed agencies 
or institutions should be allowed to indude on the disdosed 
record a reference to the fact that the explanatory statement 
exists and will be made available on request 

DiscussloniThe statute requires thatthe statement be 
maintained with the record. The Secretary believes the 
regulatory requirement that the statement be disclosed 
whenever the contested record is dsclosed is necessary to 
meet the statutory intent 

Change: None. 

Section 99.30 Under what conditions mustaneducational 
agency or Institution obtain prior consent to disclose 
information? 

Comment: One commenter believed that it seemed 
inappropriate to require that a student's written consent state 
the purpose of the release. The commenter seemed to 
believe that the written consent is intended to be a mecha- 
nism to restrict what he assumes is a student's right to have 
information released from his or her own education records. 
In Interpreting the provision in this way, the commenter 
believed that requiring the student to state the purpose of the 
release limited his right to have the records released. 

Discussion: The statute requires that the purpose of 
the release be stated in the written consent; therefore, the 
Secretar/ has no authority to remove the provision. The 
purposeofthewritten consent is todocument thatthe student 
consented to a disdosure of infonrmtion from his or her 
education records; tlie consent is not intended in any way to 
restrict any of a student's rights. 
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Change: None. 

Comment: Another commenter Indjcated that educa- 
tional agencies and Institutions should be able to accept 
requests by telephone with proper safeguards. 

Discussion: The commenter did not specify whether 
he or she was referring to requosts made by a third party for 
disclosure of information from a students education recordr* 
or a request m ade by a parent or eligible student to disclose 
tnfomiation to a third party. Conceming the fomier, the 
regulations do not require that a request be in writng in order 
for an agency or institution to disclose infomiatfon pursuant 
to one of the statutory exclusions pennitting disclosure 
without consent Conceming the latter, the statute requires 
an agency or institution to obtain written consent of a parent 
or eligible student before disclosing infomiation to a third 
party. 

Change: None. 

S«ctfon99.31 Underwhat conditions is priorconsentnot 
required to disclose Info rm t tie n? 

Comment: Acommenter believed the term legitimate 
educational interesr should be more definitive. The com- 
mentnr indicated that some institutions interpret the temi too 
broady white othem interpret it too narrowly. 

Discussion: The Secretary believes the Department 
could not make a definitive statement of legitimate educa- 
tional interest that would apply to each school district and 
cdlege and university across the nation. Each educational 
agency and Institution must establish its own criteria, accord- 
ing to its own procedures and requirements, for determining 
when its school officials have a legitimate educational inter- 
est in a student's records. 

Change: None. 

Comment: Two commenters disagreed with the pro- 
posal to add language to dariV that education records may 
be disclosed without consent to a postsecondary institution 
in which a student seel<s or intends to enroll. The commen- 
ters believed tiie addition expanded the scope of the statute 
and that the statutory purpose of the provision was «o 
facilitate the transfer of records when a student moves from 
onepublicschool system to another. Inthecaseof postsecon- 
daiy institutions, the commenters believed it would be more 
appropriate to require consent of the parent or the student 
before transferring records. 

Discussion: The cunent regulations did not cleariy 
spedV that postsecondary educational institutions are cov- 
ered by the exceptfon. The provision has been applicable in 
practice to postsecondary institutions since enactment of the 
law. The change to this provision clarifies that "schools- 
include institutions of postsecondary educaton. 

Change: None. 

Comment: A commenter asked that the definition of 
financial aid" be explicitly broadened to include all debts 
owed to an institution as a result of the student's participation 
in the institution's programs. The commenter strongly be- 
lieved that Congress did not intend that an institution should 



be restricted by the taw from coll ng any and all debts 
owed it by students. 

Discussion: The statute was intended to provide par- 
ents or students some control over the dsclosure of infonna- 
tion from the students education records. With certain speci- 
fied exceptiojns, including the proviswn with regard to finan- 
cial aid, infbnmation cannot be disctosed without a students 
written consent The statute refers to oisdosure In connec- 
tion with a students applteation for, or receipt of, financial 
aid." In that context, the definition of financial aid could not 
be broadened to include other debts owed the institution. 

Change: None. 

Comment: One commenter, a representative of a 
State Department of Education, believed a pro»/isk)n shouW 
be included to acknowledge that State law may in some 
cases be more protective of students* privacy than Federal 
law, particulariy in restricting the conditions under which 
infomiation can be dsctosed without the parents written 
concent. 

Discussfon: The current and revised regulations pro- 
vide that a State ic not prevented firom further limiting the 
number or type of State or focal officials to whom dsdosures 
may be made wthout consent The. regulations also state 
under the section "What are the rights of eligible students?" 
that the iaw and regulations "do not prevent educational 
agendes or institutions from giving students rights in addition 
to those given to parents of students." The Secretary has 
decided that no regulatory purpose would be served by 
indudng a provision such as suggested by tfie commenter. 

Change: None. 

Comment: A commenter suggested a change in the 
provisfon that allows disdosure "to organizations conducting 
studies for, or on behalf of, educatfonal agendes or institu- 
tions [if] the study is conducted in a manner that ddes not 
permit personal identification of parents or students by indi- 
viduals other than representatives of tfie organization * * *." 
The commenter believed the word "by" shouW be changed to 
"to". 

Discussfon: The word "by" is used in the statute, and 
the Secretary believes the meaning is clear. 

Change: None. 

Comment: None. 

Discussion: In the notice of proposed rulemaking 
(NPRM) for these regulations the phrase "parents or stu- 
dents" was used in Sec. 99.31(a)(6)(fi)(A). However, the 
statute requires organizations that receive infonmation under 
this exception to the consent requirement to protect the 
infomiation "in such a manner as will not penult the personal 
identification of students and their parents * * *." 

Change: The word "or" has been changed to "and" to 
ensure that botii groups are fully protected. 

Comment: A commenter believed the educational 
Bqer\c)f or Institution should be relieved in some cases of the 
requirement of making a reasonable effort to notify a parent 
or student in advance cf compliance with a subpoena. The 



commenter indicated that in legal actions to which the stu- 
dent is a party, the court process itself requires that any 
subpoena be served on the opposing party, thereby making 
any notiflcation effort by the educational agency or institution 
superfluous. 

Discussion: The statutory language requires that 
parents or students be notified of "all such orders or subpoe- 
nas" in advance of compliance. The language was modified 
in the course of promulgating the current regulations to 
require that the agency or institution "make a reasonable 
effort to notify ***." The modification was made In recognition 
that it would be difficult in many cases for the agency or 
institution to comply with the statutory requirement and in the 
belief that the modfication was in accord with the Congres- 
sional intent. 

The Secretary has decided that he has no authority to 
relieve educational agencies or institutions of the statutory 
require ment that parents and students be notified of *all such 
orders or subpoenas." The Secretary has also decided that 
even in cases where the parent or student brings the action, 
the notification serves to assure that the party serving a 
subpoena is in fact acting cn behalf of the parent or student 

Change: None. 

Comment: One commenter suggested that a condi- 
tion be added to allow a postsecondary institution to contact 
a parent of an eligible student without the student's consent 
if the institution suspects that the student has a physical or 
emotional problem of which the university believes the par- 
ent may be unaware and that affects the student's academic 
or campus life. 

Discussion: The Secretary has no authority to regu- 
late an exception to the statutory requirement that at age 1 8 
the rights afforded by FERPA transfer from the parent to the 
student. However, if an institution determined that the cir- 
cumstances of a situation were such as to constitute a health 
or safety emergency and if the university decided that the 
parent is the party who is in the best position to deal with the 
emergency, then the disclosure could be made under the 
section ofthe regulations that provides fordisclosure in those 
emergencies. 

Change: None. 

Comment: Four commenters believed a condition 
should be added to permit disclosure without a student's 
consent if the agency or institution has reason to believe that 
the student has provided inaccurate or misleading informa- 
tion conceming his or her academic record to another edu- 
cational agency or institution, to an employer, to a profes- 
sional association, or to a governmental agency to whom the 
student applies for benefits or services. 

Another commenter believed educational agencies 
and institutions should be allowed to disdose information 
without prior written consent to government officials, includ- 
ing U.S. Senators and Representatives. State legislators, 
and governors, who have been contacted by a parent or 
student who believes his or her rights under this law have 
been violated. The commenter indicated that tlie agencies or 
institutions are unable to respond to. or to defend themselves 
against, the parents or student's allegations because they 
cannot release information to the government offidals with- 
out the parent's or student's written consent. 



Discussion: The Secretary understands the concerns 
of the commenters and has carefully considered whether 
provisions could be included in the regulations to address the 
problems. He has decided that the statute is speclHc in 
stating the conditions under which disdosure can be made 
without consent and that he has no authority to indude the 
provisions proposed by the commenters. 

Change: None. 

Section 99.32 What recordkeeping requirements exist 
concerning requests and disclosures? 

Comment: A commenter suggested that the term list" 
be changed to "^cord* in this section. The commenter 
indicated that as long as a record of requests for and 
disdosures of information Is maintained, the form of the 
record is irrelevant. 

Discussion: The Secretary did not intend to prescribe 
the fo rm of the record; the intent was to suggest a convenient 
way to maintain the information. However, in order to con- 
form to the statutory lanQuage. the term "record* will be used. 

Change: The t:^rm "record* has been substituted for 

1is{." 

Comment: One commenter stated that keeping a 
record of requests for disdosure is impractical and implies 
that a record must bekepl even for requests that are denied. 
The commenter also believed it impractical to require the 
record of disdosure to be kept with the education records of 
the student, inasmuch as most institutions maintain records 
in computerized formats. Another commenter believed main- 
taining a record of disclosures without con sent is self-incrimi- 
nating. The commenter also stated that institutions should be 
free to establish their own retention schedule. 

Discussion: The statute requires each oducationa! 
agency and institution to maintain a record, kept with the 
education records of each student, that will indicate all 
parties who have requested or obtained access to a student's 
education records, induding those parties to whom the 
statute permits disclosure without consent While the statute 
states that the record should be kept with the education 
records of a student, it does not intend to require the agency 
or institution to keep It in one file or in one location. However, 
it does intend to require the agency or institution to make the 
record available to a parent or student as part of the parent's 
or student's genera! access tc the education records. Since 
parents or students should be able to learn of those parties 
interested in the records, the record of disclosure should be 
maintained as long as the agency or institution maintains 
records on the student. 

Change: None. 

Comment: A commenter asked whether the place- 
ment office of an educational agency or institution would be 
required to keep a list (record) of all parties to whom a 
student's credential files were sent if the student had given a 
blanket consent to release his or her education records 
without specifying the individual parties. 

Discussion: The statutory and regulatory language 
require an agency or institution to maintain a record of each 
disclosure. 
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Change: None. 



Comment: One commenter questioned the 
recordkeeping requirement concerning disclosure and reds- 
closure of information to parties If prior written consent for 
disclosure is not required. An educational agency or institu- 
tion may disclose Information to a party if consent is not 
required with the understanding that that party may reds- 
dose the information to another party to whom Information 
can be disclosed without consent The agency or institution 
must keep a record of the parties to whom the disclosure and 
redisclosures are made and the legitimate educational inter- 
ests all parties have in the records. The commenter believed 
the recordkeeping requirement places an undue burden on 
Institutions and that most reasonable approach is to assert 
that no information may be redsclosed. 

Discussion: The Secretary dd not Intend any change 
in the recordkeeping requirement At the time the final 
regulations were issued in 1976, the Departmenthadconsid- 
ered whether student consent should be required if dsclo- 
sure by a party excepted from the consent requirement Is to 
another party excepted from the consent requirement-even 
though the institution could disclose Information without 
consent to either excepted party. The Secretary considered, 
for example, whether an Institution that disclosed infomiation 
to the Department of Education under the Guaranteed Stu- 
dent Lo an Program as pemiitted by the financial aid" excep- 
tion, would be required to tell the Department of Education 
not to make a future disclosure of that Information to the bank 
that loaned the money under the program-even though the 
bank could obtain the infomiation drectly from the institution 
under the same exception. 

If the Department of Education could dsclose the 
information freely to other excepted parties, there would be 
no harm done to the consent requirement However, the 
student would no longer have a means to dscover all of the 
parties outside the institution who had had access to his or 
her records without consent To remedy this problem, the 
Secretary authorized an Institution to dsclose information to 
excepted parties with the underslandng It would be redis- 
closed to other excepted parties, but only if a record of acces s 
were kept for all cf those parties. 

The Secretary did not intend io impose a recordkeep- 
ing burden on educational institutions. Rather, the Intent was 
to give a better understandng of the disclosure and 
recordkeeping requirement with regard to excepted parties. 

Section 99.34 What conditions apply to disclosure of 
Information to othereducatlonalagenclec or Institutions? 

Comment: A commenter believed an example should 
be inserted In this section to specify that the phrase "is 
enrolled in or receives service from tha other agency or 
Institution* encompasses consortia, cross-enrollment, joint- 
enrollment, wori<-study. and coordnation of such programs 
among postsecondary institutions and participating agen- 
cies and institutions. 

Discussion: The Secretary believes the provision, as 
It now stand-s. can cleariy be construed to encompass the 
examples included in the comment 

Change: None. 

Comment: None. 



Discussion: The proposed regulations changed the 
definition of student to include former students In order to 
make dear th at most rights accorded students in attendance 
also apply to former students. In cases where the provistens 
of a section do not apply to fomier students, the term 
•students In attendance's used. The provision In tiiis sectk)n 
that, in the proposed regulations, stated "an educational 
agency or institution ma^ dscksse an education reca'd of a 
student to arK>ther educational agency or institution If tiie 
student is enrolled in or recedes servfces from the otiier 
agency or Institution* would extend tiie provisten beyond the 
statutory authority and would Indcate tiiat an agency or 
institution could dsclose Information on fonner students 
without consent to another agency or institution If the former 
student Is enrolled in or receives services from the other 
agency or institution. 

Change: The provision has been clarified to state that 
it applies only to students in attendance. 

Section 99.36 What conditions apply to disdotura of 
Information In health and safety amtrrgendas? 

Comrr >nts: One commenter believed tiiat the regula- 
tions. In stating tiiat tiie provisions of tiie section "shall be 
strlctiy construed," rig htly toaves it to the educational agency 
or institution to develop its own definition of emergency. The 
commenter viewed the revision as helpful to educatfenal 
agencies and Institutions and as a step to assure an appro- 
priate deregulation and an appropriate recordkeeping proo- 
ess witfiin the in stitution on defining when an emergency may 
arise. Anotfier commenter believed the factors that were 
removed from tfie healtii and safety emergency sectk)n In 
revising the regulations should be reinserted. The commen- 
ter believed tfiat the statute c-^dfically drects the Secretary 
to issue regulations concerning disdosure in a healtii or 

safety emergency and alsobelievedtiiatthe criteria provided 
useful guidance. 

Discussion: The statute, in setting forth the condttens 
in which personally identifiable Information from an educa- 
tion recorder records can be disdjsed witiiouta parent's or 
students consent, stales tiiat tsuch a dsclosure may be 
made], subject to regulations of tiie Secretary in connection 
with an emergency, [to] appropriate persons if tiie knowledge 
of such infomiation is necessary to protect tiie healtii or 
safe^ of tiie student or otiier persons." Tiie regulations 
required tiiat educational agencies orlnstitutions indudefour 
spedfic criteria In tiie factors to be taken into account in 
determining whether personally identifiable information from 
tiie education records of a student could be dsclosed under 
tiie section. 

The Secretary based his decision to remove the 
nonstatutory criteria from tfie regulations on his belief tiiat 
educational agendas and institutions are capable of making 
tiiose detemiinations witiiout tiie need for Federal regula- 
tion. It is tiie Secretary's opinion tiiat Congress did notlntend 
to require that regulations be promulgated tiiat wouW impose 
burdensome requirements on agencies and institutions. He 
believes tiierequlrementthatagendesandinslitutionsstrictiy 
construe tiie provision fully meets the Congressional Intent 
Notiiing in tiie statute or legislative history prohibits an 
agency or institution from considering tiie four spedfic crite- 
ria that have been removed. 

Change: None. 
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section 99.37 What condltlont apply to dlsdotlng 
diractory Information? 

Comment: One commenter thought the use of the 
Word "and* in the text of the first paragraph under the section 
was incoHBCt 

Discussion: In the proposed regulations the word 
*and' was Insetled in place of the word "or* in the phrase 
** * * parents of students in attendance and eligible students 
in attendance * * V However, replacing the word 'or* with the 
Word "and* does not remove ail possibility for misinterpreting 
the provision. As clarification, wc note that in the phrase 
"parents of students In attendance,* the word "students* 
means students who are not eligible students. Thus, the 
educational agency or institution must notify both all eligible 
students and the parents of ail students who are not eligible 
students. 

Change: None. 

Comment: A commenter, a representative of a 
postsecondary educatona! institution, believed that tiie re- 
fusal that students are allowed to exerdse over the designa- 
tion of directory information should be limited to the student's 
address and telephone number. The commenter indicated 
that the student's right of refusal has in some cases enabled 
students to commit fraudulent acts with a lessened chance of 
discoveiy. 

Discussion: The statute provides students the right to 
refuse to allow the educational agency or institution to 
designate any or all of the items of infonnation about tho 
student as directory infonnation. 

Change: None. 

Section 99*61 What responsibility does an educational 
agency or Institution have concerning conflict with State 
or local laws? 

Comment: One commenter believed the Department 
of Education should give some direction to State schools or 
institutions that are mandated by State law to allow a student 
to have access to confidential letters of recommendation to 
which the student, under FERPA. has waived his or her right 
of access. The commenter indicated tiiat if placement direc- 
tors send a credential file that contains confidential letters of 
recommendation to schools or institutions in States that have 
those mandates, the schools or institutions will return the file 
on tiie basis tiiat the confidentiality of tiie letters cannot be 
protected. 

Discussion: The Secretary is unable to advise State 
schools or institution s witii respect to tiie laws of each State. 
Witii respect to the Federal law, tiie statute provides tiiat tiie 
access rights afforded by tf^e law shall not operate to make 
letters and statements of recommendation available to stu- 
dents in institutions of postsecondary education who have 
executed a valid waiver of tiie right to inspect and review the 
letters or statements. In implementing the law, tho regula- 
tions provide tiiat a postsecondary Institution "does not have 
to permir a student to inspect and review the letters and 
statements of recommendation provided tiie student has 
executed a valid waiver. Under these provisions, an educa- 
tional agency or institution Is not precluded from providing a 
student access to a letter or statement of recommendation. 



Therefore, If a State law requires that a State institution afford 
a student access to tetters or statements of recommendation, 
tiie Federal law would not Interfere, irrespective of whetiier 
tiie student has executed a valid waiver of his or her right. 

Change: None. 

Section 99*64 What Is the complaint prooadura? 

Comment A commenter proposed tiiat tiie intended 
meaning of the woni timely as It appears In the second 
paragraph of this section should be defined 

Discussion: The Secretary has decided not to include 
a definition in the regulations for two reasons. Rrst, the word 
appears only once In tiie regulations. Secondly, tho meaning 
of the word would depend largely on the circumstances 
which are peculiar to each case. A complaint might involve 
complex circumstances and attempts by a complainant to 
resolve the issue independently that might reasonably have 
delayed the filing of tho complaint Such acomplaint would be 
considered timely. Another complaint might involve an alle- 
gation of a violation that occurred many years ago and was 
never pursued despite the full Knowledge of tiie student In 
tills case, tiie complaint would not be considered timely. 

Change: None. 

Section 99«67How does thftSecretary enforce decisions? 

Comment: A commenter believed the law should be 
changed to provide tiiat tii e Secretary may decide to witiihold 
Federal funding under programs in addition to tfiose admini- 
stered by the Department of Education. 

Discussion: The Secretary has no autiiority to with- 
hold Federal funds under programs in other Federal agen- 
cies. 

Change: None. 
IFR Doa 83-77P4 Filed 4-8-88; 8:45 a.m.) 
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PART 600-INSTITUTIONAL ELIGIBILITY 
UNDER THE HIGHER EDUCATION ACT 
OFIseSiAS AMENDED 

Subpart A-General 

600.1 Scope. 

600.2 Definitions. 

600.3 Spedal condtions. 

600.4 Institution of higher education. 

600.5 Proprietaiy institution of higher educatian. 

600.6 Poslseooncary vocational Institution. 

600.7 Vocational school. 

600.8 Transfer-of-credit alternative to accreditation. 

600.9 Written agreement between an eligible Institution and 
another institution c organization. 

600.1 0 Dale, duration, extent, and consequence of eligibility. 

600.11 Ability to benefit 

Subpart B-Procedures for t:lstabllshlng 
Eligibility 

600.20 Application procedures. 

600.21 Eligibility notification. 

Subpart C-ivialntainIng Eligibility 

600.30 Ifistitutional changes requiring review by ti*e Secre- 
tary. 

600.31 Change In ownership resulting In a change of control. 

600.32 Loss of eligibility 

Appendix-Comments 

^JJthorily: 20 U.S.C. 1085, 1088, 1094 (c)(3), and 
1 141, 'unless otherwise noted. 

Subpart A-General 

Sec 600.1 Scope. 

This part establishes the rules and procedures that 
the Secretary uses to determine whether an Institution or 
school qualifies as an eligible institution under the Higher 
Education Act of 1965. as amended (HEA). An eligible 
Institution may apply to participate In programs authorized by 
the HEA (HEA programs). 

(Authority: 20 U.S.C. 1085 (a), (b), and (e), 1088 (b) and (c), 
1094(c)(3) and 1141(a)) ^ ' ^ 



Sea 600.2 Defln!tlont« 

The following definitions apply to terms used In this 

part: 

Accredited: The status of pubfe recognition which a 
rwtk>nanyrec»gnizedaccreditingagencyorassociationgrants 
to an Institution, school, oreducational program which meets 
certain established qualifications andeducational standards. 

Clock hour: A period of time consisting of- 

(a) A 50- to eo^inute dass, lecture, or recitation; 

(b) A 50- to 60^nlnute faculty-supervised laboratory, 
shop training, or Jr^ternshlp; or 

(c) Sixty minutes of preparation In a program of study 
by correspondence. 

I Educational program: A legally au thorized postsecon- 

dary program of organized Instruction or stucty which leads to 
an academic or professional degree, vocational certificate, 
or other recognized educational credentla). However, the 
Secretary does not consider that an Institution provides an 
educational program if the institution does not provide In- 
struction itself (including a course of Independent study) but 
merely gives credit for one or more of the following: instruc- 
tion provided by other Institutions or schools, examina^ons 
provided by agencies or organizations, or other accomplish- 
ments such as life experience." 

Eligible institution: Indudes- 

(a) An institution of higher education, as defined In 
Sec. 600.4; 



(b) A proprietary Institution of higher education, as 
defined In Sec. 600.5; 

(c) A postsecondary vocational institution, as defined 
in Sec. 600.6; and 

(d) A vocational school, as defined In Sec. 600.7. 

Legally au'iiorized: The legal status granted to an 
institution through a charter, license, or other written docu- 
ment Issued by the appropriate agency or official of the State 
in which the institution is physically located. 

Nationally recognized accrediting agency or a&soda- 
tfon: An agency or association that the Secretary has recog- 
nized to accredit or preaccredit a particular category of 
Institution, school, or educational program in accordance 
with tiie provisions contained In 34 CFR Part 603. The 
Secretary periodically publishes a list of those nationally 
recognized accrediting agencies and associations In the 
Federal Register. 

Nonprofit institution: An Institution that- 

(a) Is owned and operated by one or more nonprofit 
corporations or associations, no part of the not earnings of 
which benefits any private shareholder or individual; 

(b) Is legally authorized to operate as a nonprofit 
organization by each State In which It is physically located; 
and 



(c) Is ddtermined by the U.S. Internal Revenue Serv- 
ice to bean organization to which contnbutions are tax 
deductible inaccordance with section 501(c)(3) of the Intar- 
nal Revenue Code. 

One-year training program: An educational program 
that is at least- 

(a) Twenty-four semester or trimester hours or units, 
or 36 quarter hours or units, at an institution using credit 
hours or units to measure academic progress; 

(b) Nine hundred clock hours of supervised training at 
an institution using clock hours to measure academic prog- 
ress; or 

(c) Nine hundred dock hours in a program of study by 
correspondence. 

Part B loan programs: The Guaranteed Student Loan 
(QSL), PLUS, Supplemental Loans for Students, and Con- 
solidated Loan Programs. Each of these ban programs is 
authorized under Part B of Title IV of the HEA. 

Preacaedited: A status that- 

(a) A nationally recognized accrediting agency or 
association, recognized by the Secretary to grant that status, 
has accorded an unaccredited public or private nonprofit 
institution that is progressing toward accreditation within a 
reasonable period of time; and 

(b) The Secretary determines is the exclusive indica- 
tion under sections 435(b)(5)(A) and 1201(a)(5)(A) of the 
HEA that an institution will meet the accreditation standards 
of a nationally recognized accrediting agency or association 
within a reasonable time. 

Program of study by correspondence: An educational 
program offered principally by mail by an institution. Under 
this type of program, the institution prepares lesson materials 
and malls them to the student in a sequential and logical 
order. The student completes the lessons and mails them 
back to the institution within a specified period of time. The 
program may include a required 
period of residential training. 

Recognized equivalent of a high school diploma: 

(a) A General Education Development (GED) Certifi- 
cate; or 

(b) A State certificate received by a student after the 
student has passed a State authorized examination which 
the State recognizes as the equivalent of a high school 
dipbma. 

Recognized occupation: An occupation that is- 

(a) Listed in an "occupational division** of the latest 
edition of the Dictionary of Occupational Titles, published by 
the U.S. Department of Labor, or 

(b) Detemiined by the Secretary in consultation with 
the Secretary of Labor to be a recognized occupation. 



Regular student: A person who is enrolled or accepted 
for enrollment at an institution for the purpose of obtaining a 
degree or certificate. 

Secretary: The Secreiary of the Department of Edu* 
cation or an official or employee of the Department of 
Education acting for the Secretary under a delegation of 
authority. 

Six-month training program: Either- 

(a) An educational program that is at least- 

( 1 ) Sixteen semester or trimester hours or units, or 24 
quarter hours or units, at an institution using credit hours or 
units to measure academic progress; 

(2) Six hundred cbck hours of supervised training at 
an institution using clock hours to measure academic prog- 
ress; or 

(3) Six hundred clock hours in a program of study by 
correspondence; or 

(b) An educational program which the Secretary de- 
termines is at least a six-month training program on the basis 
of- 

( 1 ) A certification by the nationally recognized accred- 
iting association that accredits the institution that the pro- 
gram offered by the institution is equal in course content and 
student workload to the comparable clock or credit hour 
program described in paragraphs (a) (1) through (3) of this 
definition; and 

(2) The Secretary's ratification of that accrediting 
agency's detemiination. 

State: A State of the Union, American Samoa, the 
Commonwealth of Puerto Rico, the District of Columbia, 
Guam, the Trust Territories of the Pacific Islands, the Virgin 
Islands, and the Commonwealth of the Northern Mariana 
I lands. 

(Authority: 20 U.S.C. 1071 et seq.; 1078-2, 1085, 1088, and 
1141 and 26 U.S.C. 501(c)) 

Sec 600.3 Special con J'tIon&. 

For the purpose of Sees. 600.4, 600.5, 600.6, and 

600.7: 

(a) The Secretary considers an institution other than 
one offering only a program of correspondence to be In a 
State" only if die institution's campus or place of instruction 
is physically located in that State. 

(b) The Secretary considers an institution offering 
only a program of study by correspondence to be boated 
onV in the State in which its administrative office is located 
if the program does not include a period of residential 
training. If the program includes a period of resbential 
training, the Secretary considers the institution to be located 
and the State in which its administrative office is boated and 
the State in which its residential program is located. 
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(c) (1) If a state requires an institudon to measure its 
educational programs in clock hours in order to be legally 
authorized in that State to provide a program of education 
beyond secondary education, the Secretaiy considers that 
institution is legally authorized in that State to provide a 
program of education beyond secondary education only if 
the institution measures its educational programs in dock 
hours. 

(2) If a State requires a vocational school to measure 
its vocational or technical education programs in clock hours 
in order to be legally authorized in the State to prowde a 
program of postsecondary vocational or technical education, 
the Secretary considers that vocational school to be legally 
authorized to provide a program of postsecondary voca- 
tional or technical education in tiiat State only if the voca- 
tional school measures its vocational or technical programs 
in clock hours. 

(d) (1 ) If as part of the application proces s for receiving 
a license, charter, or other document that denrwnstrates it is 
legally authorized to provkie a program of education beyond 
secondary education in a State, tfie State requires an insti- 
tution to measure its educational programs in dock hours, 
the Secretary considers ttiat institution to be legally author- 
ized to provkie a program of education beyond secondary 
education in ttiat State only if ttie institution measures its 
educational programs in dock hours. 

(2) If as part of the application process for receiving a 
li(»nse, charter.-orotfTer document ttiat demonstrates it is 
legally autiiorized to provide a postsecondary vocational or 
technical education program in a State, the State requires a 
vocational school to measure its educational programs in 
dock hours, the Secretary considers that institution to be 
legally authorized to provide a program of education beyond 
secondary education in ttiat State only if ttie institution 
measures its educational programs in dock hours. 

(Auttiorily; 20 U.S.C. 1085 (b) and (c), 1088 (b) and (c). and 
1141(a)) 

Sec. 600.4 Institution of higher education. 

(a) An institution of higher education is a public or 
private non-profit educational institution which- 

(1) Is in a State; 

(2) Admits as regular students only persons who- 

(i) Have a high school diploma; 

(ii) Have ttie recognized equivalent of a high school 
diploma; or 

(iil) Are beyond ttie age of compulsory school atten- 
dance in ttie State in which ttie institution is located, and, if ttie 
institution seeks to participate in a program ottier ttian a Part 
B loan program, have ttie ability to benefit, as detemiined by 
ttie institution in accordance with Sec. 600.11, from ttie 
training offered; 

(3) Is legally authorized to provide an educational 
program beyond secondary education in ttie State in which 
the institution Is located; 



(4) Provides an educational program- 

(i) For whk:h it awards an associate, baccalaureate, 
graduate, or professional degree, or otiier recognized edu- 
cational credential; 

(Ii) Which is at least a two-year prog ram acceptable for 
full credit toward a baccalaureate degree; or 

(iii) Whk:h is at least a one-year training program that 
leads to a certificate, degree, or otfier recognized educa- 
tional credential and prepares students for gainful emptoy- 
ment in a recognized occupation; and 

(5) Is- 

(i) Accredited or preaocredited by a nationally recog- 
nized accrediting agency or assodation; 

(ii) An institution whose credits the Secretary deter- 
mines, in accordance with ttie provisions contained in Sec. 
600.8, to be accepted on transfer by at least ttiree accredited 
institutions for credit on ttie same basis as transfer credits 
from any accredited institution; or 

(iii) Approved by a State agency that ttie Secretary, 
recognizes, by listing in ttie Federal Register in accordance 
witti 34 CFR Part 603. as a reliable auttiority on ttie quality of 
public postsecondary vocational education in its State, If ttie 
institution- 

(A) Is a public postsecondary vocational educational 
institution; and 

(B) Seeks to partfdpate only in Federal student assis- 
tance programs. 

(b) (1) An institution, ottier ttian an institutwn ttiat is 
eligible to partidpate only in a Part B loan program, ttiat 
admits as regular students persons who do not have a high 
school diploma or its recognized equivalent and who are 
beyond ttie age of compulsory school attendance in tfie State 
in which ttie institution is located, shall consislentfy apply 
standards and procedures for detemiining. in accordance 
with Sec. 600.1 1 , whettier ttiese persons have ttie ability to 
benefit from the education or training it offers. 

(2) An institution must be able to demonstrate, upon 
request of ttie Secretary, ttiat each regular student ttiat it 
admitted who did not have a high school diploma or its 
recognized equivalent satisfied ttie institution's standards 
under paragraph (b)(1) of ttiis section. 

(3) An institution shall retain for at least five years 
documentation ttiat demonstrates a student's ability to 
complete successfully the program in which ttie student was 
enrolled, if ttie student was admitted to ttie institution under 
ttie institution's ability-to-benefit standards. 

(c) Notwittistanding ttie provisions in paragraph (a) of 
ttiis section, ttie Secretary does not determine an institution 
to be eligible to apply to participate in ttie Part B loan 
programs if ttie institution uses or employs commissioned 
salespersons to promote ttie availability of Part B loan 
program loans at ttiat institution. 

(Authority: 20 U.S.C. 1085, 1094(c)(3), and 1141(a)) 
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Sec. 600«5 Proprietary Institution of higher education. 

(a) A proprietary Institution of higher education is an 
educationa] institution which- 

(1) 1$ not a public or private nonprofit educational 
Institution; 

(2) Is In a State; 

(3) Admits as regular students only persons who* 

(0 Have a high school diploma; 

(ii) Have the recognized equivalent of a high school 
cfiploma;or 

(iiO Are beyond the age of compulsory school atten- 
dance in the State in whidi the in stitution Is located and have 
the ability to benefit^ as detennined by the institution in 
accordance with Sec. 600.11, from the traning offered; 

(4) Is legally authorized to provide an educational 
program beyond secondary education in the State in which 
the institution is physically located; 

(5) Provides at least a six-month training program to 
prepare students for gainful employment in a recognized 
occupation; 

(6) Is accredited by a natsonaHy recognized accredit- 
ing agency or association; and 

(7) Has been in existence for at least two years. The 
Secretary considers a proprietary institution to have been in 
existence for two years only if it h2s be^n legally authorized 
to provide, and has provided, a continuous training program 
to prepare students for gainful employment in a recognized 
ocoipation dunng the 24 months (except for normal vacation 
periods) preceding the date of appfK^ation for eligibOrty. 

(bXI) A proprietary institution that admits as regular 
students persons who do not have a high sdx)ol diploma or 
its recognized equivalent and who are beyond the age of 
compulsory school aaendance in the State In which the 
institution is located, shall consistentiy appV standards and 
procedures for determining, in acca'dance with Sea 600.1 1. 
whether these students have the ability to benefit from the 
education or training it offers. 

(2) An institution must be able to demonstrate, upon 
request of the Secretary, that each regular student that it 
admitted who did not have a high school diploma or its 
recognized equivalent satisfied the institution's standards 
under paragraph (b)(1) of this section. 

(3) An Institution must retain for at least five years 
documentation that demonstrates a students ability to 
complete successfully the program in which the student was 
enrolled, if the student was admitted to the institution under 
the institution's abillty-to>t>enefit standards. 

(Authonty: 20 U.S.C. 106B(b)) 

Sac 600.6 Poataacondary vocational Institution. 



(a) A postsecondary vocational institution Is a public 
or private nonprofit educational institution which- 

(1) ts in a State; 

(2) Admits as regular students only persons who* 
(0 Have a high school diploma; 

(ii) Have the recognized equivalent of a high school 
diploma; or 

(iii) Are beyond the age of compulsory school atten- 
dance in the Stale In which the in stitute'on is located and have 
the abifity to benefit, as determined by the institution In 
accordance with Sec. 600.11, from the training offered; 

(3) Is legally authorized to prow'de an educational 
program t>eyond secondary education in the State in which 
the ristitution is physically located. 

(4) Prow'des at least a six-nrK>nth training program to 
prepare students for gainful employment in a recognized 
occupation; 

(5) Is- 

(1) Accredited or preaccreditBd by a r)ationally recog- 
nized accredting agency or assodation; 

(tt) An institution whose credits the Secretary deter- 
mines, in accordance with the providons contained m Sec. 
600.8, to be accepted on transfer by at least three accredited 
institutions for credt on the same basis as transfer credits 
from any accredited institution; or 

(iO Approved by a State agency that the Secretary 
recognizes, by ftsting in the federal Re^'ster in accordance 
with 34 CFR Part 603, as a rafiable mithority on the quality of 
public postsecondary vocational education k\ the State, if the 
institution is a pubfic postsecondary vocational educational 
institution. 

(6) Has been in existence for at least two years. The 
Secretary considers an Institution to have been In existence 
for two years only If it has been legaHy authorized to provide, 
and has provided, a continuous training program to prepare 
students for gainful employment in a recognized occupation 
during the 24 months (except for normal vacation periods) 
preceding the date of appr»cation for eligibility. 

(b) (1) A postsecondary vocational institution that 
admits as regular students persons who do not have a high 
school diploma or its recognized equivalent and who are 
beyond theage 'kf compulsory sdioolattendance in the State 
in which the institution Is located, shall consistantiy apply 
standards and procedures for detennining, in accordance 
with Sea 600.1 1 , whether these students have th e ability to 
benefit from the education or training it offers. 

(2) An institution must be able to denK>nstrate, upon 
request of the Secretary, that each regular student that it 
admitted who did not have a high school diploma or its 
recognized equivalent satisfied the institution's standards 
under paragraph (b)(1) of this section 

(3) An institution must retain for at least five years 
documentation that demonstrates a student's ability to 



womplete successfully the program in which the student was 
enrolled, if the student was admitted to the institution under 
the institution's ability-to-benefit standards. 

(Authority; 20 U.S.C. 1088 and 1094(c)(3)) 

S«c 600.7 Vocational school. 

(a) A vocational school is a business or trade school, 
technical institution, or other technical or vocational school 
which- 

(1) ls in a State; 

(2) Admits as regular students only persons who- 

(i) Have completed or left elementary or secondary 
school; and 

(ii) Have the ability to benefit, as determined by the 
institution in accordance with Sea 600.1 1. from the training 
offered; 

(3) Is legally authorized in the State in which the 
school is physically headed to provide, and provides within 
that State a program of postsecondaiy vocational or techni- 
cal education that- 

(i) Is designed to provide occupational skills to fit 
individuals for useful employment in recognized occupa- 
tions; 

(ii) Is not less than- 

(A) Eght semester or trimester hours or units, or 12 
quarter hours or units, at a school using credit hours or units 
to measure the academic progress; or 

(B) Three hundred dock hours of supervised training 
at a school using dock hours to measure progress; 

(iii) In the case of a program of study by correspon- 
dence, requires not less than an average of 12 fiours of 
preparation perweek over each 12-week period andcomple- 
tion of a minimum of 300 dock hours in not less than six 
months; and 

(iv) In the case of a flight schod program, maintains 
current valid certification by the Federal Aviation Administra- 
tion: 

(4) ls- 

(i) Accredited by a nationally recognized accrediting 
agency or assodation; or 

(ii) In the case of a public vocational school, approved 
by a State agency that the Secretary recognizes, by listing in 
the Federal Register, in accordance with 34 CFR Part 603. 
as a reliable authority on the quality of public postsecondary 
vocational education in the State; 

(5) Has been- 

(i) In existence for two years; or 



(ii) Has been spedfically detemiined by the Secretary 
to be an eligible locatkm of a vocational school despite not 
having been in existence for two yeais; and 

(6) Does not use or employ commissioned sales 
persons to promote the availability of Part B loan program 
k>ans at that school. 

(b) For purposes of this section, the Secretary consid- 
ers a school to have been hi existence for two years only if it 
has k>een iegal|y authorized to provide and has provided, a 
continuous trairnng program to fit individuals for useful 
empk>yment in recognized occupations during the 24 months 
(except for normal vacation perk>ds) preceding the dale of 
appfK^ation for eSgibifity. 

(cKI) A school that admits as regular students per- 
sonswhodonothaveahigh school dipk)ma or its recognized 
equivalent shaS consistently apply standards and proce- 
dures for detemitning. in accordance with Sec. 600.11, 
whether these persons have the ability to benefit from the 
training it offers. 

(2) A school must be able to demonstrate, upon 
request of the Secretary, that eadi regular student that it 
admitted who M not complete, or who left, elementary or 
secoTKiaiy school satisfied the school's standards under 
paragraph (cKI) of this section. 

(3) A school must ratain for at least five years doct^ 
mentation that demonstrates a students ability to complete 
successfully the program in whk^h the student was enrolled, 
if the student was admitted to the institution under the 
institution's ability-to-t}enefit standards. 

(Authority: 20 U.S.C. 1085 and 1094(c)(3)) 

Sea 600.8 Transfer*of-credlt alternative to accreditation. 

(a) For an unaccredited publk; or private nonprofit 
institution to satisfy the requirements of Sec. 600.4(a)(5}(ii) 
or Sec. 600.6(a)(^(ii). the Secretary must detemiine that- 

( 1 ) At least three accredited institutions, which satisfy 
the conditions in paragraph (c) of this section, have a poliqr 
of accepting on transfer the credits of a student who transfers 
from the unaccredited institution on the same basis as they 
accept on transfer tf^e credits of a student who transfers from 
ariy accredited institution: 

(2) Within the three years preceding the date the 
unaccredted institution applies for a detemfiiriation that it 
satisfies the requirenients of Sec. 600.4(a)(5}(ii) or Sec. 
600.6(a)(5)(n)- 

(i) At least twelve of the unaccredited institution's 
regular students or former regular students transferred to at 
least three of the accredited institutions identified under 
paragraph (a)(1) of this section, witfi a minimum of four 
transfer students to each accredted institution; and 

(ii) Each of at least three of the accredted institutions 
to which the twelve students transfen-ed accepted the credts 
of the students who transferred for credt on the same basis 
as it accepted the credts of students who transferred from 
any accredited institution. 
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(b) For the purposes of paragraph (a)(2) of this sec- 
tion, the Secretaiy considers that a student has transferred 
to an acaedited institution if- 

( 1 ) The student has enrolled as a regular student in an 
accredited educational program in the accredited Institution; 

(2) The student no longer remains enrolled as a 
regular student at the unaccredited institution; 

(3) The student has attended classes at the accred- 
ited institution for a period of time that exceeds the date 
beyond which the student would, upon withdrawal, qualify for 
the maxim um refund of tuition and fees available to a student 
who attends at least one day of class; and 

(4) The accredited institution has officially applied the 
credits earned by the student at the unaccredited institution 
toward a degree or certificate that it offers. 

(c) To c^alily under paragraph (a) of this section, an 
accredited institution must- 

(1) Offer an educational program that is at least as 
tong, in terms of academic years, academic tenms. or clock 
hours, as the longest educational program offered at the 
unaocredted institution; 

(2) Offer a degree or certificate at feast as advanced 
as the highest degree or certificate offered at the unac- 
credited institution; and 

(3) Apply tfie transfer credts toward an accredited 
degree or certificate program in which the transfer students 
will not constitute a m^ority of tfie students enrolled. 

(d) If an unaccredited institution that was previously 
accredited or preaccredited has lost tfiat status and applies 
for a determination tfiat it sa5sfies the requirements of tfiis 
section- 

(1 ) The students described in paragraph (a)(2) of tfiis 
section must have earned the transferred credits from tfie 
unaocredted institution after the Institution lost its accredta- 
tion or preaccreditation; and 

(2) Each accredted institution described in paragraph 
(a) of tiiis section must know, when it accepts tfie credits of 
the transfer students, tfiat tfie applicant institution lost its 
accreditation or preaccredtation before the credits to be 
transferred were earned. 

(e) (1) The applicant unaocredted institution shall 
provide suffident information and documentation to enable 
ihe Secretary to determine whether tfie unaccredited institu- 
tion satisfies tfie requirements of this section. The informa- 
tion and documentation must include, but is not limited to- 

(i) information as to tfie length of tfie educational 
programs offered by tfie applicant unaocredted institution 
and tfie highest degree or certificate it offers; 

(ii) The names and addresses of tfie institutions de- 
scribed in paragraph (a) of tiiis section, and for each institj- 
tion. tfie lengtfi of its educational programs and the degrees 
and certificates it offers; 



(iii) The names of students described in paragraph 
(a)(2) of this section, and the dates those students attended 
tiieir first classes at the applicant institution as well as tiie 
accredited institution; 

(iv) Enrollment records from each of the institutions 
identified in accordance witfi paragraph (e)(1)(ii) of this 
section for the transfer students identified in accordancewith 
paragraph (e)(1)(iii) of this section; 



(V) An offKaal publication of each institution identified 
in accordance witfi paragraph (e)(1)(ii) of tfiis section that 
contains that institution's poHcy witfi regard to tfie accep- 
tance of credts on transfer from accredted and unaocredted 
institutions; 

( vi) Whetfier tfie applicant has ever been accredted or 
preaccrecpted and if so, the date on which it lost that accred- 
tation or preaccredtation; 

(vii) A certified statement from tfie dean of admissions 
or tfie registrar of tfie applicant unaccredited institution 
indcating that the institution has not pakl. nor will it pay, to 
any accredted institution kjentified in accordance witfi para* 
graph (e)(1)(ii) of this section, any remuneration or compen- 
sation of any kind in exchange for accepting its credits, 
students or former students; and 

(viit) A certified statementfrom tfie dean of admissions 
or registrar of each accredted institution kientified in accor- 
dance witfi paragraph (e)(1)(ii) of tfiis section indcating- 

(A) That the policy of tfiat institution is to accept tfie 
credits of students transfem'ng from the applicant unac- 
credited institution for credton tfie same basis tfiat it accepts 
tfie credts of students transfenrfng from any accredted 
institution; 

(B) That tfie institution has not received and will not 
receive remuneration or compensation of any kind in ex- 
change for accepting tfie unaccredited institution's credts or 
students; 

(C) That tfie students kientined in accordance with 
paragraph (e)(1)p) of tfiis section transferred as regular 
students into accredited educational programs at tfie institu- 
tion by enrolling and attendng classes in those programs; 

(D) The dates of enrollment of each of tfie students 
identified in accordance witfi paragraph (e)(1)(iii) of tfiis 
section; and 

(E) That tfie institution knaA's tfiat the unaccredited 
institution is unaccredited fJid, if applicable, tfiat tfie unao- 
credted institution has lost its accreditation or preaccredta- 
tion and the date of that loss. 

(2) The Secretary does.not begin to evaluate whether 
tfie unaocredted institution satisfies tfie requirement of tfiis 
section until tfie applicant unaccredited institution provides 
all tfie information and documentation required for tfiat 
determination. 

(3) The Secfetary may require, as a condtion for 
making a determination tfiat tfie applicant unaccredited 
institution has satisfied tfie requirements of paragraph (a) of 
tfiis section, that any of tfie accredted institutions identified 



31 



in accordance with paragraph (e)(1 )(ii) of this section confimi 
the accuracy of the information or documentation provided 
by the applicant which pertains to that accredited institution. 

(f)(1) if the Secretary determines that an institution 
satisfies the requirements of this section, that determination 
remains in effect for three years. 

(2) An institution u\'*y apply under this section for a 
renewal of its transfer-cf-credit determination at the end of 
the three-year period. In that renewal application, the institu- 
tion must identify an additioral twelve students who have 
transfenred, as descn'bed in paragraph (a)(2)(i) of this sec- 
tion. 

(Authority: 20 U.S.C. 1085(b) and 1141(a)) 

Sec. 600.9 Written agreement betwsen an eligible 
Institution and another institution or organization. 

(a) Subject to the conditions m pars^raphs (b). (c), 
and (d) of this section, an eligible institution described in 
paragraph (b) of this sect'on may, without losing its eligibility 
under this part, enter into a written agreement with another 
Institution or organization underwhichthatotherinstitution or 
organization provides all or part of the educational program 
of students enrolled in the eligible institution. 

(b) The prcryisions of this section apply only to an 
eligible institution that- 

(1) (i) Is accredted or preaccredited by a nationally 
recognized accrediting agency or association; or 

(ii) Is approved by a State agency that the Secretary 
recognizes, by listing in the Federal Register in accordance 
with 34 CFR Part 603, as a reliable authority on the quality of 
public postsecondary vocational education in the State; and 

(2) Gives credit to students enrolled in the portion of 
the educational program that is provided by the otherinstitu- 
tion or organization on the same basis as if it provided that 
port'on of the program itself. 

(c) If an eligible institution enters into a written agree- 
ment with another eligible institution, there is no limit on the 
portion of a student's educational program that may be 
provided under the agreement 

(d) If an eligible institution enters into an agreement 
with an institution or organization that is not an eligible 
institution- 

(1) The ineligible institution or organization may pro- 
vide up to 25 percent of the educational program of a student 
enrolled in the eligible institution; or 

(2) The ineligible institution or organization may pro- 
vide more than 25 percent but not more than 50 percent of the 
educational program of a student enrolled in the eligible 
institution if- 

(i) The eligible institution and the ineligible institution 
or organization are not owned or controlled by the same 
individual, partnership or corporation; and 



(ii) The eligible institution's nationally recognized 
accrediting agency orassodationorrecognizedState agency 
specifically determines that the institution's agreenwnt meets 
the agency's or association's standards for the contracting 
out of educational services. 

(Authority: 20 U.S.C. 1094) 

Sec 600.10 Date, extent, duration, and consequence of 
eiiglblllty. 

(a) Date of eligibility. If the Secretary detenmines that 
an applicant satisfies all the statutory and regulatory eligibil- 
ity requirements, the Secretary considers the Institution as 
an eligible institution as of the date the Secretaiy receives all 
the infomiation necessary to make thateligibili^ determina- 
tion. 

(b) (1) Extent of eligibility. If the Secretary detemiines 
that the entire applicant institution, including all Its locations 
and all its educational programs, satisfies the applicable 
requirements of this subpart, the Secretary extends eligibility 
to all educational ixograms and locations Identified on the 
institution's application for eligibility. 

(2) 1 f the Secretary detemiines that only certain edu- 
cational programs or certain locations of an applicant Institu- 
tion satisfy the applicable requirements of this subpart the 
Seaetary extends eligibility only to those educational pro- 
grams and locations which meet those requirements and 
Identifies the eligible educational programs and locations In 
the eligibility notice sent In accordance with Sec. 600.21. 

(3) Eligibility does not extend to any location that the 
institution establishes after it receives the eligibility designa- 
tion. If an eligible institution seeks to establish efigibility for a 
new location, the institution shall apply under S&j. 600.20. 

(c) Subsequent additions of educationsd programs. 
(1 ) If an institution that has been designated by the Secretary 
as an eligible institution adds educational programs after that 
designation, the institution need not apply to the Secretary to 
have those additional programs designated as eligible pro- 
grams butmaydetemnine on Its own whetherthose programs 
satisfy the relevant statutory and regulatory eligibilify require- 
ments. 

(2) If an institution inconectly detemiines that its 
educational program satisfies the applicable statutory and 
regulatory eligibilify provisions, the institution shall be liable 
to repay to ED all the student financial assistance and other 
ED program funds it or its students received who were 
enrolled in that educational program. 

(d) Duration of eligibilify. In addition to the require- 
ments of Sec. 600,30, an institution shall renew its designa- 
tion of eligibilify, including ail its educational programs and all 
Ks locations, every four years. 

(e) Consequence of eligibilify. (1) An eligible institu- 
tion may apply to participate in the programs authorized by 
the HEA which are listed in the eligibilify notice that it receives 
under Sec. 600.21. 

(2) Merely by virtue of its designation as an eligible 
institution in the eligibility notice it receives under Sec. 
600.21 , an institution is not automatically eligible to- 



(i) Partfdpale in the programs authorizod by the HEA 
which are listed in the eligibility notice that it receives under 
Sec. 600.21: or 

(il) Receive funds under any program authorized by 
the HEA. 

(Authority: 20 U.S.C. 1085. 1038, and 1141) 
Sec 600«11 Abiiity to benefit 

(a) If an institution admits as a regular student a 
person who does not have a high school diploma or its 
equivalent, the institution shall determine, at the time of 
admission, whether that person has the ability to be nefit from 
the education or training the institution offers. 

(b) An institution shall determine whether a person 
described in paragraph (a) of this section has the requisite 
ability by- 

(1) Administering to the person a nationally recog- 
nized, standardized, or industry developed test, subject to 
criteria of the institution's accrediting agency orassocial'on, 
that measures the applicant's aptitude to successfully com- 
plete the educational program for which the student has 
applied; or 

(2) Determining that the person has the capability to 
successfully complete a GED preparation program by the 
end of the first year of the course of study or prior to the 
studenfs certification or graduation from the program of 
study, whichever is earlier; or 

(3) 'Placing the person, after counseling or failure to 
meet the institution's admission's testing requirement, in an 
institutionally prescribed program or course of remedial or 
developmental education not to exceed one academic year 
or its equivalent 

(Authority: 20 U.S.C. 1085, 1088, 1091. and 1141) 

Subpart B-Procedures for Establishing 
Eligibility 

Sec. 600.20 Appifcation procedures. 

(a) An institution that wishes to establish its eligibility 
to apply to participate in any program authorized by the HEA 
must first apply to the Secretary for a detennination that it 
qualifies as an eligible institution. 

(b) An institution applying for designation as an eli- 
gible institution must- 

(1 ) Apply on the forrn prescribed by the Secretary; and 

(2) Provide all the information and documentation 
reqpested by the Secretary to make a detemnination of its 
eligibility. 

(Authority: 20 U.S.C. 1085, 1088. and 1141) 

Sec. 600.21 Hligibillty notification. 

(a) TheSecretary notifies an institution in writing of the 
Secretary's determination- 



(1 ) Whether the applicant institution qualifies in whole 
or in part as an eligible institution under the appropriate 
definition in Sees. 600.4 through 600.7; and 



(2) Of the HEA programs for which it is eligible to apply 
for participation. 

(b) If only a portion of the applicant qualifies as an 
eligible institution, the Secretary specifies in the notification 
of eligibility letter only the locations or programs which 
qualify. (Authority: 20 U.S.C. 1085, 1088, and 1141) 

Subpart C-Maintaining Eligibility 

Sec. 600.30 Institutional changes requiring review by the 
Secretary. 

(a) An eligible institution shall notify the Secretary at 
the same time that it notifies its accrediting agency or 
association, but not later than ten days after the change 
occurs, of any change in the following information provided 
in the institution's eligibility application: 

(1) Its name. 

(2) Its address. 

(3) The name, number, and addres s of locations other 
than the main campus at whidi it offers educational services. 

(4) Its ownership, if that ownership change results In 
a change in control of the institution. 

(5) The establishment of written agreements with 
other institutions or organizations in accordance with Sec. 
600.9(b)(2). 

(b) The Secretary notifies the institution in writing if the 
change affects the institution's eligibility. 

(c) The institution's failure to inform the Secretary of 
the information described in paragraph (a) of this section 
within the time period stated in that paragraph may result In 
adverse action against it, including the loss of its eiigibilty. 

(Authority: 20 U.S.C. 1085. 1088, and 1141) 

Sec. 600.31 Change in ownership resulting in a change 
of control. 

(a) An eligible institution, or a previously eligible 
institution that participated in any HEA program, that changes 
ownership resulting in a change of control is not considered 
by the Secretary to be the same institution unless- 

(1 ) The new owner agrees to be liable, or the old and 
new owners agree to be jointiy and severally liable, for all 
HEA program funds which the institution received and im- 
properly expended before the effective date of the change of 
control; 

(2) The new owner agrees- 

(i) To abide by the institution's policy regarding re- 
funds of institutional charges to students in effect before the 
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effective date of the change of control for students who were 
enrolled before the effective date; and 

(ii) To honor all sOJdent enrollment contracts that were 
signed by th9 institution before the effective date of the 
change; 

(3) The institution submits individual statements for 
the new owners listing assets, liabili£:es» and net worth and 
either- 

(i) A profit and loss statement and balance sheet for 
the Institution's latest complete fiscal year; or 

(ii) An audit for the institution's latest complete fiscal 
year prepared by a licensed certified public accountani; 

(4) The institution submits additional financial docu- 
ments if requested by the Secretary because the financial 
infonnation provided in paragraph (a)(3) of this sectbn is 
insufficient; and 

(5) The institution provides for the retention of all 
records required in connection with its designation as an 
eiigiule institution and its participation in any HEA program. 
These records must include a copy of tiie latest prior appli- 
cation requesting a determinaton of institutional eligibility for 
HEA programs, the Secretar/s eligibility notification re- 
ceived as a result of that applicafion, and the institution's 
participation agreement for tiie student aid programs. 

(b) The Secretary may require that the profit and loss 
statement and balance sheet provided for in paragraph 
(aX3)(i) of tills section be audited and certified by a licensed 
certified public accountant 

(c) For tiie purposes of tiiis part, a change in owner- 
ship of an institution tiiat results in a change of control means 
arry action by which a person or corporation obtains new 
autiiority to control the actions of tiiat institution. That action 
may include, but is not limited to- 

(1) The sale of tiie institution; 

(2) The transfer of tiie controlling interest of stock of 
tiie institution or its parent corporation; 

(3) The merger of two or more eligible institutions; 

(4) The division of one institution into two or more 
institutions; 

(5) The transfer of tiie controlling interest of stock or 
assets of tiie institution to its parent corporation; or 

(6) The transfer of tiie liabilities of an institution to its 
parent corporation. 

(d) (1) Except as provided in paragraph (d)(2) of tills 
sect'on, tiie Secretary considers an eligible institution, or a 
previously eligible institution tiiat has participatedin any HEA 
program, tiiat changes ownership resulting in a change of 
control to be a new institution for the purpose of establishing 
eligibility if tiie new owner or owners of tiie institution have 
been convicted of or have pled nolo contendere or guilty to, 
a crime involving tiie acquisition, use, or expenditure of 
Federal funds, or have been judicialiy detemiined to have 
committed fraud involving Federal funds. 



(2) The Secretary may consicier an eligible Institution 
or a prevk)usly eligible institution to be tiie same institution for 
tiie purpose of establishing institutional eligibility under tills 
part, if- 



(i) The indivkiuals who were convicted of, or pled nok> 
contendere orguitty to, a crime involving tiie acquisition, use, 
orexpenditure of tiie funds are no longer incarcerated for that 
crime; 

(ii) Atleastfiveyears have elapsed from tiie date of tiie 
convictk)n, nolo contendere plea, guilty plea, or judicial 
determination; and 

(Hi) The funds that were fraudulentiy obtained or 
criminally acquired, used, or expended have been repaid to 
tiie United States, and any related financial penalty has been 
paid. 

(e) If the Secretary considers an institution to be a new 
ins^tution under this sectbn, tiie institution under its new 
owner or owners must meet all applicable requirements for 
establlsi^ing eligibility, including, if applicable, tiie two years 
in existenco requirement 

(Autiiority: 20 U.S.C. 1085, 1088(b), and 1094) 

Sea 600.32 Loss ot sllgiblllty. 

(a) An institution losos its eligibility on tiie date ttiat-. 

( 1 ) It fails to meet any of tne eligibility requirements of 
tills part; 

(2) It pemianentiy closes; or 

(3) It ceases to provide educational programs (except 
during nomial vacation periods). 

(b) If tiie Secretary designates an institution as an 
eligible institution on tiie basis of inaccurate infomiaticn or 
documentation, tiie Secretary's designation is void from the 
date it was made and tiie institution never qualified as an 
eligible institution. 

(c) If an institution ceases to satisfy any of tiie require- 
ments for eligibility under tills part- 

(1) It must notify tiie U.S. Department of Education 
within 30 days; and 

(2) It becomes Ineligible to continue to partiop.te in 
any HEA program. 

(Autiiority; 20 U.S.C. 1085, 1088 and 1 141) 

Appendix-Comments 
Subpart A-6eneral 

Section 600.2 Definitions. 

Six-montii and one-year training programs. 

Comment: Approximately 1500commenters reacted 
to tiie proposed regulations which woula have defined a "six- 
montii training program*and a "one-year training programMo 



indade a minimum number of calendar days. Most ex- 
pressed strong objection to the proposed calendar day 
requirenoent stating that to require 150 calendar days of 
instructioh for a six-month program and 21 0 days of instruc- 
tion for a one-year program would result in the loss of 
eligibility for many public and ptivate postsecondary institu- 
tions. Many expressed the opinion that 150 and 210 calendar 
days of instruction are not reflective of institutional practices 
of degree granting postsecondary institutions which operate 
on a nine- or ten-month academic year. 

Hundreds of commenters expressed concem that the 
proposed definition would eliminate from eligibility all Inten- 
sive or accelerated programs of instruction. Many felt the 
proposed requirement was in direct conflict with the philoso- 
phy of most proprietaiy schools, which is to teach the 
necessary skills to enable a student to obtain a job in the 
shortest possible amount of time. Others commented that to 
require a minimum number of calendar daysof instruction for 
a six-month or a one-year program would force an artificial 
extension of the duration of the program by reducing the 
number.cf hours of instruction offered each day; that existing 
contractual agreements would preclude the immediate length- 
ening of programs, but in the long temi, the proposed 
miriimum.numbc>r of calendar days would result in an in- 
crease in both the time and cost of instruction for both the 
students and tfie schools; and that the minimum number of 
calendar d^s requirement is discnminatory against clock- 
hour schools. 

Others questioned the Secretary*s authority to specily 
a minimum number of calendar days, expressing the view 
that these requirements conflict with provisions of section 
432 of the General Education Provisions Act, 20 U.S.C. 
1232a, which prohibits Federal intervention in the direction, 
supervision, or control over the cuniculum, program of in- 
struction, administration, or personnel of any educational 
institution, school, or school system. 

Several commenters noted that the proposed defini- 
tions were in conflict with the definitions of a six-month 
training program and a one-year training program in 34 CFR 
Part 668, th<)Saident Assistance General Provisions regula- 
tions. 

Response: A change has been made. To consider the 
wide range of concems th at were expressed by the commen- 
ters regarding the proposed definitions of a "one-year train- 
ing program" and a "six-month training program," the Secre- 
tary convened a series of meetings with representatives of 
the nationally recognized accrediting agendas and associa- 
tions. One of the items discussed at those meetings was the 
need to find ways to curtail abuse of the student financial 
assistance programs through measurement of academic 
progress management Toward this end, the Secretary and 
the nationally recognized accrediting agencies and associa- 
tions agreed that the accrediting agencies and associations 
would recommend to the Secretary polides and procedures 
for the accrediting agencies and associations to adopt to 
standardize the review and approval of clock hour and credit 
hour conversions. As discussed in the preamble of these 
regulations, pending the recommendations from the nation- 
ally recognized accrediting agencies and associations, the 
Secretary has modified the proposed definitions of a "one- 
year training program" and a "six-month training program^by 
deleting the minimum calendar day requirement from each 
definition. 



Comment: Hundreds of commenters objected to the 
provision induded In the proposed definitions of a six-month 
training program and a one-year training program that would 
require an institution that uses credit hours or units to 
measure the academic progress of a one-year training 
program or a six-month training program to be legally author- 
ized by the appropriate State agency to measure those 
program in credit hours. The commenters noted that the 
standards of the States vary and that some States neither 
authorize nor prohibit the use of credit hours; that this 
requirement would create an undue burden on the States 
and the institutions; and the ED is encroaching on the role of 
accreditation. The commenters questioned the Secrelar/s 
authority to require an institution to be authorized by the State 
to measure in credit hours. 

Some questioned the need for the Secretary to Yatify" 
the detemiination of a nationally recognized accrediting 
agency's certification of a six-month program, as required by 
paragraph (c) of tiie definition of a six-montii training program 
in Sec. 668.2. 

Response: A change has been made. The Secretary 
deleted tiie requirement tiiat an institution must be speclfi- 
caliy legally autiiorized in tiie State in which it is located to 
carry out educational programs in credit hours. 

As discussed in tiie preamble of tiiese regulations, tiie 
Secretary has added two new sections under Sec. 600.3, 
"Special conditions." to clarify ED's policy witii regard to tiie 
relationship between tiie institution being legally autiiorized 
to provide postsecondary education program in a State and 
tiie method tiiat tiie institution uses to measure academic 
progress for participation im HEA programs. 

Since the six montiis requirement is a statutory re- 
quirement, tiie Secretary believes it is necessary to ratify an 
accrediting agency's determination. 

Academic year. 

Comment: One commenter noted tiiat tiie terms 
"academicyear*and1irstyearof tiie course of study" are not 
defined in tiie proposed regulations and expressed the view 
tiiat part-time adult students would be adversely affected if a 
year is defined in terms of calendar days ratiier tiian equiva- 
lent credits taken. 

Response: No change has been made. Fertile pur- 
poses of this part, tiie term "first yearof tiie course of study," 
as used in sec. 484(d) of the HEA, refers to the first academic 
year of a course of study of a regular student whom tiie 
institution has admitted on the basis of a determination of the 
student's ability to benefit from tiie training offered. 

Educational program. 

Comment: Several commenters expressed concem 
tiiat tiie proposed definition of an educational program limits 
eligibility to schools providing instruction, while eliminating 
tiie eligibility of schools tiiat utilize assessment of extemal 
course work and life experience. The commenters stated 
tiiat non-traditional, innovative institutions provide a much- 
needed educational function of assessing students' knowl- 
edge and skills relative to specific educational programs. 
They felt tiiat tiie criterion for determining the institution's 
eligibility should be linked to whether it is accredited, and tiiat 
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the Secretary's definition of an educationai program exceeds 
congressional intent to the point of being contradictory with 
theHEA. 

Response: A change has been made. The Secretary 
has modified the proposed regulations by adding the phrase 
"including a course of independent stuc^" to clarify that the 
term "instruction," as used in the definition of an "educational 
program," includes programs of inctependent study. How- 
ever, the Secretary believes tiiat It is necessary for an 
institution or school to provide instruction In order to satisfy 
tile educational program requirement of tiie statutory defini- 
tion of an institution of higher educatbn, a proprietary Insti- 
tution of higher education, a postseccnc^ry vocational insti- 
tution, or a vocational school. 

Recognized equivalent of a high school diploma. 

Comment: One co m menter noted tiiat tfie definition in 
tfie proposed regulations of ttie "recognized equivalent of a 
high school diploma* doey not address tiiose students who 
have excelled academically andare admittedtoa postsecon- 
dary educational institution prior to receiving a high school 
diploma. 

Response: No change has been made. In tiiose 
limited situations where a postsecondary institution admits a 
student who has not received a high school diplom a, but the 
student has excelled academically in high school and has 
met formalized, written admission policies of tiie institution, 
tile Secretary co nsiders tii e student as ha vi ng the equivalent 
of a high school dipbma. 

Regular student 

Comment: Several comm enters questioned tiie ap- 
propriateness of the aefinition in tiie proposed regulations of 
a "regular student," expressing tfie view ttiat a program of 
study that is in com pliance witii State and Federal regulations 
should be tiie criterion for determining whetiier a student is 
eligible for Federal financial assistance. Others expressed 
tile view tiiat an Institution should have tfie right to define a 
regpjiar student and should be allowed to admit students on 
a provisional or conditional basis. 

A few com menters were of the opinion ttiat ttie defini- 
tion of a "regular student" is Inordinately broad and could 
have a negative impact on an institution's statistical base in 
determining its administrative capability. Fcr instance, an 
accepted student who was never charged any tuition or fees 
and who never attended one day of classes would be 
classified as a "regular student" for tiie purposeof calculating 
tile Institution's ratio of witiidrawals under tiie Student Assis- 
tance General Provisions regulations. 

Response: No change has been made. The definition 
of a regular student was initially included in ED regulations in 
1979 and has remained basically unchanged since thattime. 
Moreover. It Is necessary to define "regular student" In these 
regulations since an element of each of the statutory defini- 
tions of a postsecondary educational institution Includes the 
type of regular student the institution admits. The Student 
Assistance General Provisions regulations have been re- 
vised to remove any distortion that may be caused by tiie 
definition of a regular student 

Section 600.3 Special conditions. 



Comment: Two comm enters requested clarification 
regarding tiie location of an institution if tiie institution offers 
a program of study by correspondence and has sales offices 
in numerous locations or has more ttian one administrative 
office. 

Response: A change has been made. The Secretary 
has modified tiie proposed regulations by deleting the refer* 
ence to the "sales office" under tiiis section. THns, a corre- 
spondence school is considered to be located in tiie State In 
which it has Its administrative office. 

Comment: Twocommenters inquiredwhetf)eraschool 
offering a program of study by correspondence witii a resi- 
dential training component is considered to be located only 
in tiie State in which its administrative or sales offtce is 
located. 

Response: A change has been made. The Secretaty 
has modified tiie proposed regulations to clarify that If a 
'program of study by correspondence includes a period of 
residential training, tfie Secretary considers ttie institution to 
be located in botfi tfie State In which its administrative office 
is located and the State in which its residential program is 
located. 

Comment: One commenter inquired if tiie proposed 
regulations which require a minirr um duration of 90 calendar 
days in a vocational education program applies to home 
study programs and also to programs tfiat combine home 
stucV witfi residential training. 

Response: A change has been made. The Secretary 
has modified tiie definition of vocational school by deleting 
tfie requirement that would require a minimum duration of 90 
calendar days in a vocational education program. 

Section 600.5 Proprietary Institution of higher education. 

Comment: Two comm enters inquired if tiie fblbwing 
two criteria of tfie definition in tiie proposed regulations of a 
proprietary instiUJtion of higher education are inconsistent: 
Sec. 600.5(a)(4), which requires an institution to be legally 
autfiorized to provide an educational program beyond sec- 
ondary education, and Sec. 600.5(a)(5). which requires tfie 
institution to provide at least a six-month training program. 

Response: Nochange has been made. These are two 
separate, independent requirements contained in tfie statu- 
tory definition of a proprietary institution of higher education 
and are not inconsistent Each of these requirements must 
be met in order to qualify as an eligible proprietary institution 
of higher education. 

Comment: One commenter noted tii at in recentyaars 
many high schools have developed vocational programs of 
instruction at a level tfiat wero previously offered only by 
postsecondary institutions and suggested tiiat tiie definition 
in tiie propose regulations of a vocational school is not 
consistent witfi tfiis practice. 

Response: A change has been made. The Secretary 
agrees and has revised tfie proper 3d definition of vocational 
school by deleting tfie phrase "more advanced tfian tfiose 
generally offered at tfie high school level." 

Comment: Several ccmmenters expressed concem 
tfiat tfie proposed regulations would eliminate one or botfi of 
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the alternatives to accreditation (I.e., State agency approval 
and advisory committee approval) for public vocational 
schools that are located in those States in which the Secre- 
tary has not recognized a State agency for approval of public 
postsecondary vocational education. One commenter took 
exception to the statement in the proposed regulations that 
no vocational school has sought eligibility under these alter- 
natives to accreditation in the last ten years. 

A few commenters noted that the Higher Education 
Amendments of 1986 did not repeal the alternatives to 
accreditation for unaccredited vocational schools, and 
commented that they did not object to the Secretary's plan 
not to promulgate regulations, provided the regulations are 
not needed in order for a school to use the alternatives to 
accreditation for eligibility under this part 

Others expressed the view that accreditation by an 
agency recognized by the Secretary for that purpose is the 
appropriate mechanism for assuringthequali^ of education; 
therefore, to eliminate the alternative methods of accredita- 
tion for eligibility for GSL, SLS and PLUS programs Is 
appropriate. 

Response: No change has been made. The Secretary 
will continue to recognize State agencies, for the purpose of 
approving public vocational schools as an alternative to 
accreditation by listing in the Federal Register in accordance 
with 34 CFR Part 603. 

The Secretajy will not issue regulations governing the 
adviso7 committee alternative to accreditation, as nearly all 
categories of vocational schools now have access to a 
nationatty recognized acaediting agency or approval by a 
State agency. 

The statement in the proposed regulations that no 
vocational school has sought eligibility in the past ten years 
under these alternatives to accreditation applied only to the 
advisory committee alternative. In the event a school seeks 
accreditation in a category for which no appropriate nation- 
ally recognized accrediting or State agency is available, the 
Secretary appoints an advisory committee to prescribe stan- 
dards and approve schools for a particular category. No 
regulations are needed for this procedure. 

Section 600.8 Transfer-of-credit alternative to 
accreditation. 

Comment: Several commenters objected to require- 
ments in the proposed regulations to increase from three to 
four the number of students of an unaccredited institution 
whose credits must be accepted on transfer by each of three 
accredited institutions. They also objected to requirements 
thatthe students must be accepted into programs not specifi- 
cally designed for them that the students* credits t^e evalu- 
ated and accepted on the same basis as transfer students 
from accredited institutions, that the students actually enroll 
and attend the accredited institution, and thatthe accredited 
institution have an educational program at least as long as 
the longesteducational program offered at the unaccredited 
institution. 

Two commenters also objected lo requirements that 
an unaccredited Institution must: (1) Submit an offidal pub- 
lication from each accredited institution stating the policy of 
the institution regarding acceptance of transfer credits from 
accredited and unaccredited institutions; (2) obtain and 



submit enrollment records for each student transferred; and 
(3) certify that no payments were made to the accredited 
institution in conjunction with the Institution's acceptance of 
credits of students on transfer from the unaccredted appli- 
cant institution. 

Response: No change has been made. The Secretary 
believes that Increasing from three to four the number of 
students or former students of an unaccredited institution 
that must transfer to each of three accredited institutk)ns wilt 
provide further evidence that the accredited institution has 
based its decision to accept the credits of the unaccredited 
applicant Institution on the quality of the educational program 
of the unaccredited institutk>n rather than upon the qualifica- 
tions of a particular student 

In accepting the credits of students on transfer from an 
unaccredited institution, the accredited Institution must apply 
the same admission policies as it applies in accepting tiie 
credits of students on transfer from any accredited institution . 
Therefore, If it is an accredited institution's standard admis- 
sion policy to charge a fee to evaluate the credits of students 
who apply for admissions on transfer from another accred- 
ited institution, as stated in the institution's catalogue orother 
offk^ial publication, tiie Secretary will recognize that policy 
with regard to the payment of fees for evaluating the credits 
of students who apply for admission on transfer from an 
unaccredited institution. 

The Secretary is legally authorized to require that an 
unaccredited institution that is requesting eligibility to partici- 
pate in HEA programs under the transfer-of-credit alternative 
demonstrate that it satisfies the transfer-of-credit alternative. 
Based upon experience, the Secretary has determined that 
it is the better administrative practice in this area to require 
the applicant institution to provide all the information and 
documents necessary for the Secretary to make a determi- 
nation and that actual documents rather than mere certifica- 
tions be provided to support that detennination. 

Section 600.9 Written agreement between an eligible 
Institution and another Institution or organization. 

Comment: Two commenters objected to the pro- 
posed regulations to require an institution itself to be accred- 
ited or preaocredited in order to enter into a written agree- 
ment with another organization. The commenters stated that 
the proposed regulations would prohibit some "eligible Insti- 
tutions' that are neither accredited nor preaccredited from 
entering Into a written agreement with another Institution or 
organization to provide a portion of the eligible institution's 
total educational program. The opinion was expressed that 
all institutions that are designated as eligible should be 
entitled to the same benefits. 

Response: No change has beeen made. The Secre- 
tary believes it to be inappropriate for an unaccredited 
institution to retain its eligibility as an eligible institution if it 
contracts to have a portion of its eligible program provided by 
another institution. 

Section 600.10 Date, extent, duratIon,and consequences 

of eligibility. 

Date of eligibility. 

Comment: Several commenters expressed reserva- 
tions conceming the proposed rules to establish the effective 
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date of eligibility as of the date on which the Secretary 
receives all the information necessary to make that eligibility 
determination. Many expressed concern as to whether ED 
resources would be available to maintain the procedure. 

Most expressed the view that the effective date of 
eligibility should be the date on which the institution meets 
the requirements for eligibility as confimied by the Secretary. 
Others suggested the following: The date of application 
unless the Secretary changes the date for good and substan- 
tia! cause; the date the accrediting agency indcates in its 
letter of notification to ED that a school has been accredited, 
a program of study was added or a change of location or 
ownership occurred; or the oostma'rk date on certified mall so 
that both the institution and the Secretary would have a dear 
audit trail. Some stated that the current practice should be 
maintained. 

Others felt the date of eligibility should be modified to 
state that this eligibility covers all in-school students to the 
extent of the academic year within that award year. 

Response: No change has been made. The Secretary 
believes the date of eligibility cannot be established before 
the date on which the institution meets.all requirernentsof the 
relevant statutory definition. The first date on which the 
Secretary can be assured that an institution or school has 
met all of those requirements is the date on which all 
materials are available to the Secretary to support that 
determination. The Secretary also believes that an institution 
should not be penalized by ED delays in processing the 
application. 

Extent of eligibility. 

Comment: Many commenters objected to the pro- 
posed regulations which would have prohibited extending an 
Institution's eligibility to any educational program or location 
that an Institution establishes after it receives the eligibility 
designation. It was stated that the effwt of this provision 
would be to shift authority from the nationally recognized 
accrediting agencies directiy to the Secretary, and that it 
would delay the eligibility of students attending new courses 
at extension or location facilities. Some commented that the 
provision Is contrary to the concept of Institutional accredita- 
tion, and noted that over time ED's procedures for designat- 
ing eligibility have ranged from Issuing blanket letters of 
eligibility to the current procedure ot Issuing eligibility letters 
that are program-of-study specific and require updating as 
program offerings change. The current procedure was de- 
scribed as burdensome, time-consuming, and confusing for 
the institutions. 

Others expressed the vieiv that if a new program is 
both awedited and legally authorized by the State In which 
the institution is located, a determination of program eligibility 
on a program-by-program basis should not be required. 

Several questioned the need for the multiple safe- 
guard efforts, noting that tho proposed regulations would 
require the State, the accrediting agency, and ED to approve 
curriculum, program, and Io(;ation changes. 

Others expressed a v»ide range of concerns, including 
that the proposed provision would, in effect, eliminate insti- 
tutional accreditation, that the schools will cease to have the 
capability to respond to dynamics of the current job 
martlet and the needs of *he community, that consideration 



should be given to finding ways to reduce the length of the 
process as students must already wait a minimum of three 
month s for a school to be eligible to participate in the student 
financial assistance programs, that implementation of this 
provisfon will result In a very significant Increase In the 
number of applications pending before ED without any 
clearly ascertalnabte benefit to the Federal interest, that the 
provision represents an extension of present authority and 
suggests that ED is moving toward the approval of all 
educational matters, and that the provision would impose an 
enormous administrative burden on the staff of ED, as well as 
result in a significant Increase in paper production and 
complteate the approval process which is not In keeping with 
the Papenvort^ Reduction Act of 1980. 

Response: A change has been made. The basis for 
many of theconcems that were expressed by the commen- 
ters is not clear. The proposed regulations would have 
required ED to review each educational program that an 
eligible institution adds after the institution receives Its des- 
ignation of eligibility. This was consistent with ED's fomier 
practice of reviewing Individual educational programs for 
eligibility for participation in HEA student aW programs. 
However, the Secretary has tried to accommodate some of 
the concerns by modifying the proposed regulations to 
eliminate ED's review of individual educational prograns 
that are added by an Institution or school aft^r it receives Its 
designation of eligibility. 

The Secretary has also modified the regulations by 
setting forth in Sec. 600.10(c) the responsibility of aa institu- 
tion that has been designated as an eligible institution if it 
adds educational programs -after that designation. The 
Secretary has further amended Sec. 600. 1 0 by adding a new 
paragraph (d) to limit an Institution's or schooPs designation 
of eiigibltuy to a period of four years by requiring ttiiat each 
eligible Institution or school renew its eligibility designation, 
including all its educational programs and all Its locations, 
during Its fourth year of eligibility under its most recent 
eligibility designation. 

Comment: One commenter expressed the view that 
an eligible Institution might be required to notify ED when it 
adds a new or additional location or programs, but ques- 
tioned the authority of ED to exclude those locations and 
programs from eligibility whether established before or after 
institutional eligibility Is recognized. 

Response: Nochangehas been made. The Secretary 
extends eligibility to only those locations and educational 
programs of an institution that are identified in the institution's 
application and are determined to meet all requirements of 
this part An Institution's eligibility does not extend to any 
location that the institution establishes after it receives its 
eligibility designation. If an institution changes or adds a 
location, the eligibility status of that location is subject to the 
requirements of Sec. 600.30 of this part 

Section 600.20 Application procedures. 

Comment: One commenter stated that the proposed 
regulations describing the procedures for applying for insti- 
tutional eligibility are vague regarding the information and 
documentation tiiat must be provided to the Secretary. It was 
suggested that the regulations be more specific concerning 
the application requirements such as: Include a list of the 
required documents, or simply require the institution to 
provide all information necessary to demonstrate that it 
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meets the deflntticn of an eligible institution, as defined in 
Sec 600.2. Sec. 600.4, Sec. 600.5, Sea 600.6, and Sec. 
600.7. 

Response: No change has been made. The eligibility 
application to be provided an applicant institution will contain 
all the specific information needed by the Secretary to 
detennine whether the applicant qualifies as an eligible 
institution or school. 

Section 600.30 institutions! changes requiring review by 
the Secretary. 

Comment: Numerous commenters objected to the 
proposed regulations which would have required at least 45 
days advance notice before the effective date of any change 
in the infomiation described in Sec. 600.30. These commen- 
ters objected to the advance notice requirement on the basis 
that changes are not always pre-planned, that certain pro- 
grams (such as extemships)mayutilizealarge and changing 
number of locations which would significantly ^crease the 
institution's papenvork burden, and that an Institution Is not 
assured of a change of ownership until the day of the sale, 
which may or may not be 45 days in advance of the effective 
date. 

Many commenters expressed their concern that the 
45 days advance notice requirement would result in unnec- 
essary paperwork since in many cases it may involve a two- 
step procedure because the anticipated change may never 
occur. Questions were raised as to what purpose pre- 
occurrence reporting would serve. 

Response: A change has been made. The Secretary 
has modified the regulations to require that an Institution 
notify ED of the institutional changes described In Sec. 
600.30 concurrently with its notifying its appropriate accred- 
iting agency, but no later than ten days after the change 
occurs. 

To notify ED of an institution change that requires 
review by the Secretary, an institution may simply send to ED 
a copy of the completed •notice of change' fonn that the 
institution uses to notify its accrediting agency of an institu- 
tional change. 

Section 600.31 Changein ownership resulting Inachange 
of control. 

Comment: A few commenters noted that, under Sec. 
668.18 of the Student Assistance General Provisions regu- 
lations, an institution which Is undergoing a change of own- 
ership is required to submit certain financial information, and 
inquired whether ED will continue to require, for the purpose 
of establishing or retaining eligibility, a profit and loss state- 
ment for the Institution's latest complete fiscal year, prepared 
by a licensed certified public accountant, and any additional 
financial infomiation which may be required by the Secre- 
tary. 

Response: A change has been made. The Secretary 
has modified the regulations to require new owners of an 
institution to provide a profit and bss statement and a 
balance sheet, or an audit prepared by a licensed certified 
public accountant, for the Institution's latest complete fiscal 
year, and any additional infonnation requested by the Secre- 
tary, 



Comment: One commenter noted that the proposed 
regulations provide for tiie retention of all records that are 
required In connection with an Institution's participation in 
any HEA program* but the regulations do not indicate what 
records are to be retained nor for what perxxi of time. 

Response: A change has been made. The Secretary 
has modified the regulations to require an institution to 
maintain, in accordance with section 437 of the General 
Education Provisions Act. 20 U.S.C. 1232f. all documents 
tiiat pertain to its application* its notiftcation of institutional 
eligibility, and Its participation agreement fora perk)d of not 
less than ?ive years. 

Comment: A number of commenters requested dan- 
fication of the circumstances under whidi the Secretary 
considers an institution to be a "new institution* and, as such, 
subject to the two-years-in-exstence requirement Some 
inquired if the 'new Institution* requirement contained In Sea 
600.31(d) applies solely to Sec. 600.31(c) in which a new 
owner has been convicted of a cnme involving an f^EA 
program, or it Sec. 600.31 (d) applies to new owners who fail 
to abkte tiie requirements of Sea 600.31(a), or to other 
situations. 

Clarification was also requested as to whether the 
*new Institution* status, under Sec. 600.31 (d), applies to botii 
previous owners and rraw owners who have been convicted 
of a crime Involving any HEA programs. For Instance, If a 
group of investors, one of whom has a relevant convfction. 
acquires control of an Institution, woukf tiie Institution be 
considered a *new institution* as a result of the new owner- 
ship and, therefore, subject to the two-years-in-exlstence 
requirement for tiie purpose of estabfishing eligibility? It vras 
suggested that tiie "new institution* status under Sea 
600.3 1 (d) should not apply to present owners who have been 
convicted of a crime Involving HEA programs. 

Response: A change has been made. The Secretary 
has modifted the regulations to pro\^ criteria for detennin- 
Ing whether a new owner of an eligible or previously eligible 
Institution or school Is subject to tiie two-years-in-existence 
requirement as a result of having been convicted of, or has 
pled r)olo contendere or guilty to, a crime involving the 
acquisition, use, orexpenditure of Federal funds, or has been 
judicially detennined to have committed fraud involving 
Federal funds. 

The Secretary may con sider an eligible or a previously 
eligible proprietary institutionofh{ghereducation,postseoon- 
dary vocational institution, or vocational school to be tiie 
same institution for t'ne purpose of establishing Institutional 
eligibility under tfiis part, only if tiie new owner or owners who 
were convicted of, of pled nolo contendere or guilty to, a 
crime involving tiie acquisition, use, or expenditure of Fed- 
eral funds are no longer incarcerated for tiiat crime; at least 
five years have elapsed from the date of tiie conviction, nolo 
contendere pleas, guilty plea, or judicial detemiination; and 
tiie funds tiiat were frauduentiy obtained or criminally ac- 
quired, used, or expended have been repaid to tiie United 
States, and any related financial penalty has been paid. 

Section 600.32. Loss of eligibility. 

Comment: Several commenters objected to tiie pro- 
posed regulations to pennitthe Secretary to void an eligibility 
designation if an institution's eligibility detennination was 
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based on inaccurate Information, stating that the term ■inac- 
curate information," as used in the proposed regulations, is 
too vague ar>d general. Itwas suggested thatthe regulations 
be modified to Indicate material inaccuracy and that only 
Institutional intention to supply false information should be 
grounds for loss of ellgibili^. 

Response: No change has been made. An institution 
that does not satisfy tiie definition of an eligible institution or 
school is not an eligible Institution or school even though tiie 
Secretary may have determined the institution or school as 
eligible on the basis of inaccurate infomiation. If an institution 
or school intentionally provided false information, the Institu- 
tion may be subject to legal action. 

Comment: Two commenters objected to tiie pro- 
posed regulations to permit a detemiination regarding tiie 
loss of an institution's eligibility witiiout due process of law. 
Under due process, an institution would be afforded an 
evidentiary administrative hearing before any action was 
taken to void its eligibility. 

The commenters also objected to tiie proposed regu- 
lations because no provision is included to govern loss-of- 
ellgiblllly detenninations involving unexpected emergency 
situations, such as fire or natural disaster. 

Response: No change has been made. An institution 
loses its eligibility if and when it no longer satisfies one of tiie 
qualifying statutory definitions. An evidentiary administrative 
hearing is notauttiorized by ttieHEA and ttiattype of hearing 
would not be necessary since the facts witti regard to 
compliance witti tiie statute^ definition would not be in 
doubt. 

(FR Doc. 88-7424 Filed 4-4-88; 8:45 am] 
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PART668-STUDENT ASSISTANCE GENERAL 
PROVISIONS 

Subpart A-General 

668.1 Scope. 

668.2 General definitions. 

668.3 through 668.6 [Reserved] 

668.7 Eligible student. 

668.8 Eligible program. 

Subpart B-Standards for Participation In Title 
IV, HEA Programs 

668.11 Scope. 

668.12 Institutional participation agreement. 

668.13 Factors of financial responsibility. 

668.14 Standards of administrative capability. 

688.15 Additional factors for evaluating administrative caoa- 
bility. ^ 

668.16 Federal interest in Title IV, HEA program funds. 

668.17 [Reserved] 

668.18 [Reserved] 

668.19 Rnancial aid transcript. 

668.20 Limitation on the amount of remedial coursework that 
Is eligible for Title IV, HEA program assistance. 

668.21 Treatment of Pell Grant, SEOG, ICL, and Perkins 
Loan program funds if the recipient withdraws, drops out, or 
Is expelled before his or her first day of class. 

668.22 Distribution formula for Institutional refunds and for 
repayments of disbursements made to the student for nonin- 
stitutional costs. 

668.23 Audits, records, and examination. 

668.24 Audit exceptions and repayments. 

668.25 Loss of Institutional eligibility. 

Subpart C-Statement of Educational Purpose 
and Selective Service Registration status 

668.31 Scope. 

668.32 Statement of Educational Purpose. 

668.33 Statement of Registration Status. 

668.34 Model Statement of Educational Purpose and Regis- 
tration Status. 



668.35 Notification and administrative review. 

668.36 Record retention requirements. 

Subpart D-Student Consumer Information 
Services 

668.41 Scope and special definition. 

668.42 Preparation and dissemination of materials. 

668.43 Rnancial assistance information. 

668.44 Institutional information. 

668.45 Availability of employees for information dissemina- 
.tion purposes. 

Subpart E-Verlflcatlon of Student Aid 
Application Information 

668.51 General. 

668.52 Definitions. 

668.53 Policies and procedures. 

668.54 Selection of applicants for verification. 

668.55 Updating Information. 

668.56 Items to be verified. 

668.57 Acceptable documentation. 

668.58 Interim disbursements. 

668.59 Consequences of a change in application Informa- 
tion. 

668.60 Deadlines for submitting documentation and ihe con- 
sequences of failing to provide documentation. 

668.61 Recovery of funds. 

Subpart F-Mlsrepresentatlon 

668.71 Scope and special definitions. 

668.72 Nature of educational program. 

668.73 Nature of financial charges. 

668.74 Employability of graduates. 
668.^ Procedures. 

Subpart G-Flne, Limitation, Suspension and 
Termination Proceedings 

668.81 Scope of special definitions. 

668.82 Standard of conduct 

668.83 Emergency action. 
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668.84 Rne proceedings. 

668.85 Suspension proceedings. 

668.86 Limitation or termination proceedings. 
668i87 Pre4iearing conference. 

668.88 Hearing on the record. 

688.89 Authority and responsibilities of ti>e administrative 
lawjudtje. 

668.90 Initial and final decisions-Appeals. 

668.91 Verification of mailing and receipt dates. 

668.92 Rnes. 

668.93 Limitation. 

668.94 Termination. 

668.95 Reimbursements, refunds and offsets. 

668.96 Reinstatement after termination. 

668.97 Removal of limitation. 

Subpart H-Appeal Procedures for Audit 
Determinations and Program Review 
Determinations 

668.1 1 1 Scope and purpose. 

668.112 Definitions. 

668.1 13 Request for review. 

668.114 Notification of hearing. 

668.115 Prehearing conference. 

668.116 Hearing on the record. 

668.117 Authority and responsibilities of the administrative 
law judge. 

668.118 Dedsion of the administrative law judge. 

668.119 Appeal to the Secretary. 

668.120 Dedsion of the Secretary. 

668.121 Rnal decision of the Department 

668.122 Determination of filing, receipt and submission 
dates. 

668.123 Collection. 

Appendix A-Traci^ Record Disclosure Forms 

Appendix B-Standards for Audit of 
Governmental Organizations, Programs, 
Activities, and Functions (GAO) 



Appendix OAppendix l. Standards for Audit 
of Governmental Organizations, Programs, 
Activities, and Functions (GAO) 

Appendix D*Defauit Reduction Measures 

Appendix-Summary of Comments and 
Responses 

Authority: 20 U.S.C. 1085, 1088. 1091. 1092, 1094, and 
1141, unless otherwise noted. 

Subpart A-General 

Sea 668.1 Scope. 

(a) This part establishes general rules that apply to an 
institution that participates in any student financial assis- 
tance progrann authorized by Title i V of the Higher Education 
Act of 1 965, as amended (Title IV, HEA program). 

(b) As used in this part, an "institution" includes- 

(1) A public or private nonprofit institution of higher 
education as defined in Sec. 668.3; 

(2) A proprietary institution of higher education as de- 
fined in Sec. 668.4; 

(3) A postsecondary vocational institution as defined 
in Sec. 668.5; and 

(4) A vocational school as defined in Sec. 668.6. 

(c) The Title IV, HEA programs include- 

(1) The Pell Grant Program (20 U.S.C. 1070a etseq.; 
34 CFR Part 690); 

(2) The Supplemental Educational Opportunity Grant 
(SEOG) Program (20 U.S.C. lOTOb et seq.; 34 CFR Part 
676); 

(3) The State Student Incentive Grant (SSIG) Pro- 
gram (20 U.S.C. 1070c et seq.; 34 CFR Part 692); 

(4) The Robert C. Byrd Honors Scholarship (Byrd 
Scholarship) Program (20 U.S.C. 1070d-31 et seq.; 34 CFR 
Part 654); 

(5) The Guaranteed Student Loan (GSL) Program (20 
U.S.C. 1071 et seq.; 34 CFR Part 632); 

(6) The Supplemental Loans for Students (SLS) Pro- 
gram (20 U.S.C. 1078-1; 34 CFR Part 682); 

(7) The PLUS Ptogram (20 U.S.C. 1078-2; 34 CFR 
Part 682); 

(8) The Consolidation Loan Program (20 U.S.C. 1078- 
3; 34 CFR Part 682); 

(9) The College Work-Study (CWS) Program (42 
U.S.C. 2751 et seq.; 34 CFR Part 675); 
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(10) l}\e income Contingent Loan (iCL) Program (20 
U.S.C. 1087aa et seq.; 34 CFR Part 673); and 

(1 1) The Perkins Loan Program (20 U.S.C. 1087a et 
seq.; 34 CFR Part 674). 

(Authority: 20 U.S.C. 1070 et seq.) 

Saa668^ General definitions. 

The following definitions apply to all Tii'e IV. HEA pro- 
grams: 

Academic yean (a) A periodof time in whichafull-tinrie 
stude nt is expected to co mplete the equivalent of at least two 
semesters, two trimesters or three quarters at an institution 
which measures academic progress in credit hours and uses 
a semester, trimester or quarter system; 

(b) A period of time in which a full-time student is ex- 
pected to complete at least 24 semester hours or 36 quarter 
hours at an institution which measures academic progress in 
credit hoursbutdoesnotuseasemester, trimester or quarter 
system; or 

(c) At least 900 clock hours at an institution whk:h 
measures academic progress in clock hours. 

(Authority: 20 U.S.C. 1088) 

Awardyear The periodof time from July 1 of one year 
through June 30 of the folk>wing year. 

Campus-based programs: (a) The Perkins Loan 
Program (34 CFR Part 674); 

(b) The College Work-Study (CWS) Program (34 CFR 
Part 675); and 

(c) The Supplemental Educational Opportunity Grant 
(SEOG) Program (34 CFR Part 676). 

Clock hour: The equivalent of— 

(a) A 50 to 60 minute dass, lecture or recitation; 

(b) A 50 to 60 minute faculty supervised laboratory, 
shop training, or internship; or 

(c) Sixty minutes of preparation in a program of study 
by correspondence. 

College Wori< Study Program (CWS): The part-time 
employment program forstudents authorized by Title IC-Cof 
the HEA. 

(Authority: 42 U.S.C. 2751-2756b) 

Consolidation Lean Program: The loan program au- 
thorized by Title IV-B of the HEA. 

(Authority: 20 U.S.C. 1078-3) 

Defense loan: A loan made before July 1. 1972. 
Under Title II of the National Defense Education Act 

(Authority: 20 U.S.C. 421-429) 



Dependent student: Any student who does not qualify 
as an independent student (see independent student). 

Direct loan: A toan made under Title IV-E of the HEA 
after June 30, 1972. which does not satisfy the definitwn of 
•Peridns toan." 

(Authority: 20 U.S.C. 1087aa et seq.) 

Enrolled: The status of a student who— 

(a) Has completed the registratic«n requirements 
(except for the payment of tuition and fees) at the Institution 
he or she is attending; or 

(b) Has been admitted into a correspondence study 
program and has submitted one lesson, completed by him or 
her after acceptance for enrollment and without the help of a 
representative of the schooL 

Guaranteed Student Loan (GSL) Program: The stu- 
dent foan program authorized by Title IV-B of the HEA. 

(Authority: 20 U.S.C. 1071 etseq.) 

HEA: The HigherEducation Act of 1 965, as amended 

(Authority: 20 U.S.C. 1070et seq.) 

Income Contingent Loan (ICL) Program: The student 
foan program authorized by Title IV-D of the HEA. 

(Authority: 20 U.S.C. 1087a et seq.) 

lndependentstudent:Astudentwho qualifies as an in- 
dependent student undersection 41 1 F(1 2) of the HEA for the 
Pell Grant Program and section 480(d) of the HEA for all the 
other Title IV, HEA programs. 

(Authority: 20 U.S.C. 1070a-6; 20 U.S.C. 1087w) 

National Defense Student Loan Program: The stu- 
dent k)an program authorized by lltle II of the National 
Defense Education Act of 1958. 

(Authority: 20 U.S.C. 421-429) 

National Direct Student Loan (NDSL) Program: The 
student loan prog.ram authorized by Title IV-E of the HEA 
between July 1, 1972. and October 16, 1986. 

(Authority: 20 U.S.C. 1087aa-1087ii) 

One year training program: A program which is at 
least— 

(a) Twenty-four semester or trimester hours or units, 
or 36 quarter hours or units at an institution using credit hours 
or units to measure academic progress; 

(b) Nine hundred clock hours of :?upervised training at 
an institution using clock hours to measure academic prog- 
ress; or 

(c) Nine hundred clock hours in a con-espondence 
program. 



^^3 



3-3 



(Authority: 20 U.S.C. 1 141(a)) 



Parent: A studenrs natural or acioptive mother or 
father. A parent also includes a students legal guarcSan who 
has been appointed by a court and who is spediicaHy 
required by the court to use his or her own resources to 
support the student 

Pel) Grant Program: Thegrantprogramauthorizedby 
Title IV-A-1 of the HEA. 

(Authority: 20 U.S.C. 1070a) 

PerWns loan: A loan made under Title IV-E of the HEA 
to cover the cost of attendance for a period of enrollment 
beginningonorafterJuly 1, 1987, to an individual who on July 
1 , 1987, had no outstanding balance of prindpa! or interest 
owing on any loan previously niade under Title IV-E of the 
HEA. 

(Authority: 20 U.S.C. 1087aa et seq.) 

Perkins Loan Program: The student loan program 
authorized by Title IV-E of the HEA after October 16, 1986. 

(Authority: 20 U.S.C. 1087aa-1087iO 

PLUS Program: The loan program authorized by Title 
IV-BoftheHEA. 

(Authority: 20 U.S.C. 1078-2) 

Recognized equivalent of a high school dploma: (a) 
A General Education Development (GED) Certificata; or 

(b) A State certificate received by a student after the 
student has passed a State authorized examination which 
the State recognizes as the equivalent of a high school 
diploma. 

(Authority: 20 U.S.C. 1141(a)) 

Regular student: A person who is enrolled or ac- 
cepted for enrollment at an institution for the purpose of 
obtaining a degree, certificate, or other recognized educa- 
tional credential offered by that institution. 

Robert C. Syrd Honors Scholarship (Byrd Scholar- 
ship) Program: The scholarship program authorized by Title 
JV-A-eofthe HEA. 

(Authority: 20 U.S.C. 1070^1 et seq.) 

Secretary: The Secretary of the Department of Edu- 
cation or an offidal or employee of the Departmentacting for 
the Secretary under a delegation of authority. 

Six month training program: (a) A program which is at 
least— 

(1) Sixteen semester or trimester hours or units, or 24 
quarter hours or units, at an institution using credit hours or 
units to measure academic progress; 

(2) Six hundred clock hours of supervised taining at 
an institution using clock hours to measure academic prog- 
ress; or 



(3) Six hundred clock hours in a correspondence 
program. 

(b) A program which the Secretary detemiines Is at 
least a six month training program on the basis of— 

(1) A certification by tiie nationally recognized accred- 
iting assodation tiiat accredits tiie institution tiiat the pro- 
gram offered by the institution is equal in course content and 
student woridoad to the comparable dodk or credit hour 
program described in paragraphs (a)(1) tiirough (3) of tiiis 
definition; and 

(2) The Secretary's ratiftcation of tiiat accrecSting 
agency's determination. (Autiiority: 20 U.S.C. 1088) 

State: Eadi State of tiie Union, tiie Commonwealtii of 
Puerto Rico, the Districtof Columbia, and, exceptfor tiie Bynj 
Scholarship Program, American Samoa, Guam, tiie Trust 
Tem'tory of tiie Padfic Islauxis, tf)e Virgin Islanc^, and tiie 
Northern Mariana Islands. 

(Autiiority: 20 U.S.C. 1141b; 20 U.S.C. 1088(a}; 20 U.S.C. 
1070d-32) 

State Student mcentive Grant (SSIG) Program: The 
grant program authorized by Trtie IV-A-3 of the HEA. 

(Autiiority: 20 U.S.C. 1070c et seq.) 

Supplemental Educational Opportunity Grant (SEOG) 
Program: The grantprogram autfiorized by Title IV-A-2of tiie 
HEA. 

(Autiiority: 20 U.S.C. 1070b et seq.) 

Supplemental Loans for Students (SLS) Program: 
The loan program autiiorized by Title iV-6 of the HEA and 
formeriy called tiie ALAS Program. 

(Autiiority: 20 U.S.C. 1078-1) 

U.S. dtizen or national: (a) A dtizen of tiie United 
States; or (b) A person defined in tiie Immigration and 
Nationality A:t. 8 U.S.C. 1101(a)(22), who, tfiough not a 
dtizen of tiie United States, owes permanent allegiance to 
tile United States. 

(Autiiority: 8 U.S.C. 1101) 

(Autiiority: 20 U.S.C. 1070 et seq. unless otfienvise noted) 

Sec. 668.3 througf) 668.6 [Reserved] 

Sec 668.7 Eligible student 

(a) Eligibility. A student is eligible to receive assis- 
ance under tiie Pell Grant, SEOG, SSIG, GSL, PLUS, SLS. 
CVVS, ICL, and Pericins Loan programs if tiie student- 

(1) Is- 

(i) A regular student enrolled or accepted for enroll- 
ment in an eligible program; or 
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[n) For purposes of the GSL. PLUS. orSLS programs, 
enrolled as at least a half-time student in a course of study 

necessary for enrollment in an eligible program forno longer 
than one twelve-month period; 

(2) Is not enrolled in either an elementary or secon- 
dary school; 

(3) (i) Has a high school diploma or its recognized 
equivalent; 

(ii) If enrolled ata public or private nonprofit institution 
of higher education- 

(A) Is above the age of compulsory school attendance 
in the State in which the institution he or she is attending is 
located; and 

(B) Except for the GSL, PLUS, or SLS programs, has 
theabiliy to benefit from the education or training offered by 
that institution, according to the requirements of paragraph 
(b) of this section; 

(iii) If enrolled at a proprietary institution of higher 
education or postsecondary vocational institution- 

(A) Is above the age of co mpulsoiy school attendance 
in the State in which the institution he or she is attending is 
located; and 

(B) Has the ability to benefit from the training offered 
by that institution, according to the requirements of para- 
graph (b) of this section; or 

(iv) If enrolled at a vocational school, has the ability to 
benefit from the training offered, according to the require- 
ments of paragraph (b) of this section; 

(4) (i) Is a U.S. dlizen or national; 

(ii) Provides evidence from the U.S. Immigration and 
Naturalization Service that he or she- 

(A) Is a permanent resident of the United States; or 

(B) Is in the United States for other than a temporary 
purpose with the intention of becoming a citizen or perma- 
nent resident; 

(iii) Is a permanent resident of the Trust Territory of the 
Padfic Islands; or 

(iv) For purposes of the Pell Grant, SEOG, and CWS 
programs- 

(A) is a citizen of the Federated States of Micronesia 
who was enrolled in an institution on November 2. 1986; 

(B) Is a dtizen of the Marshall Islands who was en- 
rolled in an institution o.*^ October 20. 1986; or 

(C) Is a citizen of the Republic of Palau who was 
enrolled in an institution on the day preceding the effective 
date of the Compact of Free Assodation; 

(5) If currently enrolled, is maintaining satisfactory 
progress in his or her course of study according to the 



institution's standards of satisfactory progress and. If appli- 
cable, the requirements of paragraph (c) of this section; 

(6) Except as provided in paragraph (d) of this section, 
does not owe. and certifies tiiat he or she does not owe, a 
refund on a grant awarded under tiie Pell Grant, SEOG. or 
SSIG programs. A student owes a refund on a grant if the 
student receives a grant overpayment A student receives a 
grant overpayment if the student's grant payments exceed 
tiie amount he or she is eligit)le to receive or use; 

(7) Except as provided in paragraph (e) of tfiis section, 
is not in default, and certifies tiiat he'or she is not in default, 
on any loan made under tiie National Defense/Direct Student 
Loan, Perkins Loan. ICL. GSl, PLUS. SLS. or Consolidation 
Loan programs; 

(8) Has filed a Statement of Educational Purpose and 
Selective Service Registration Status in accordance with the 
requirements of Subpart C; 

(9) As determined by the institution that he or she 
attends, has not borrowed- 

(i) In excess of the annual loan limits under the iCL. 
GSL, PLUS, orSLS programs in tiie same academic year for 
which he or s he has applied fo r assistance linder any Titie IV. 
HEA program; and 

(ii) In excess of tiie aggregate maximum loan limits 
under the ICL, Perkins Loan, GSL. PLUS. SLS. or Consoli- 
dation Loan programs; 

(10) Has finandal need, if applicable, in accordance 
with the requirements of tiie Titie IV. HEA program under 
which he or she has applied for assistance; and 

(1 1) Meets the requirements of- 

(i) For purposes of tiie ICL Program, 34 CFR 673.22; 

(ii) For purposes of tiie Perkins Loan Program, 34 
CFR 674.9; 

(iii) For purposes of tiie CWS Program. 34 CFR 675.9; 

(iv) For purposes of tiie SEOG Program; 34 CFR 

676.9; 



(v) For purposes of tiie GSL, PLUS, or SLS programs, 
34 CFR 682.201; 



(vi) For purposes of the Pell Grant Program, 34 CFR 
690.75; or 



(vii) For purposes of tiie SSIG Program. 34 CFR 
692.40. 

(b) Ability to benefit. A student who is admitted to an 
institution as a regular student on tiie basis of tfiat student's 
ability to benefit from tiie institution's education or training 
program remains eligible for any assistance under a Titie IV, 
HEA program only if tiie student- 

(1) Be^cr^ admission- 

(i) Is administered a nationally recognized, standard- 
ized, or industry-developed test, subject to criteria developed 



by the institution's nationally recognized accrediting agency 
or association, that measures the students aptitude to 
compldte successfully the educational program to which he 
or she has applied; and 

(ii) Demonstrates that aptitude on that test; 

(2) Receives a GEO before the earlier of- 

(i) The student's certification orgraduation from his or 
her program of study; or 

(ii) The compietion of the student's first academic year 
of that program of study; or 

(3) Enrolls \n and successfully completes a remedial 
or developmental educational program of not more than one 
academic year that is prescribed by the institution, if the 
student- 

(i) is counseled before admission; or 

(ii) Does not demonstrate the aptitude necessary to 
complete successfully the educational program to which he 
or she has applied on the test described in paragraph (bXI ) 
of this section. 

(c) Satisfactory progress. In order for a student who 
hasnotreceivedassistanceunderanyTitie IV. HEA program 
during an awardyear beginning before July 1 . 1987. or for the 
GSL. PLUS, and SLS programs a period of enrollment 
beginning before July 1. 1987. to be eligible to receive 
assistance under any of those programs, an institution shall- 

(1) Review the student's academic progress at the 
end of each academic year; 

(2) Determine tfiat the student is making satisfactory 
academic progress at the end of that student's second 
academic year of attendance at the institution on the basis of 
a finding that- 

(i) The student has at feast a cumulative grade point 
average of C or its equivalent, or academic standing consis- 
tent with its graduation requirements; or 

(ii) The student's failure to have at least a cumulative 
grade point average of C or its equivalent, or academic 
standing consistent with its graduation requirements, was 
caused by- 

(A) The death of a relative of the student; 

(B) An injury or illness of the student; or 

(C) Other special circumstances; and 

(3) Determine, in the case of a student who was not 
making satisfactory academk: progress in accordance with 
paragraph (c)(2) of this section at the end of that student's 
second academk: year of attendance at the institution, that 
the student is making satisfactory academic progress if that 
sUident subsequently obtains academic standing consistent 
with the institute n's requirements forgraduation at the end of 
a grading period. 



(d) Refund of a grant or scholarship overpayment 
Notwithstanding paragraph (a)(6) of this section, a student 
who owes a refund on a Pell Grant, SEOG. or SSIG due to 
an overpaymentis eligible to receive assistance under a Title 
IV. HEA program under tho following conditions: 

(1) Peil Grant overpayment 

(1) If an institution makes a Pell Grant overpayment to 
a student, that student is eligible to receive assistance under 
a Title IV. HEA program If- 

(A) The Student is othemise eligible; and 

(B) The institution can eliminate the overpayment in 
the award year in which it occurred by adjusting subsequent 
Pell Grant payments for that award year. 

(ii) If an institution makes a Pell Grant overpayment to 
a student as a result of its own error and cannot eliminate the 
overpayment under paragraph (d)(1}(i)(B) of this sectksn. the 
student is eligible to receive assistance under a Title IV, HEA 
program if the student- 

(A) is otherwise eligible; and 

(B) Acknowledges the overpayment and agrees, in 
writing, to repay it within six months. 

(2) SEOG or SSIG overpayment If an institution 
makes an SEOG or SSIG overpayment to a student, that 
student is eligible to receive assistance under a Title IV, HEA 
program if- 

(i) The student is othenwise eligible; and 

(ii) The institutksn can eliminate the overpayment by 
adjusting financial aid payments (other than Pell Grants) in 
the same award period in which the overpayment occurred. 

(e) Default on a loan. Notwithstancfing paragraph 
(a)(7) of this section, a student who is in default on any loan 
made under the National Defense/Direct Student Loan. 
Perkins Loan. ICU GSL. PLUS. SLS. or Consolidation Loan 
programs is eligible to receive assistance under a Title IV. 
HEA program under the following conditions: 

(1) GSL. PLUS. SLS. or Consolidation Loan pro- 
grams. A student who is in default on a loan made under the 
GSL. PLUS. SLS. or Consolidation Loan programs is eligible 
to receive assistance under a Tide IV. HEA program if- 

(1) The student is otherwise eligible; and 

(ii) The Secretary, for a federally insured loan, or a 
guarantee agency, for a loan insured by that guarantee 
agency, detemiines that the student has made satisfactory 
arrangements to repay the defaulted loan. 

(2) Defense/Direct Loan. Perkins Loan, and Income 
Contingent Loan programs. A student who is in default on a 
loan made under the National Defense/Direct Student Loan. 
Perkins Loan, or Income Contingent Loan programs is eli- 
gible to receive assistance under a Title IV. HEA program if- 

(i) The student is otherwise eligible; and 

(ii) The Institution that made the loan or the Secretary. 




if the loan has been assigned to the Department of Educa- 
tion, certifies that the student has made satisfactory arrange- 
ments to repay that loan. 

(f) Bankruptcy. The Secretary does not consider a 
loan made under the iCL, National Defense/Direct Student 
Loan. Perkins Loan, Guaranteed Student Loan. PLUS. SLS. 
or Consoltdation Loan programs that is discharged in bank- 
ruptcy to be in default for purposes of this section. (Authority: 
20U.S.C. 1070a-1070c-1, 1077. 1078. 078-1-3, 1082, 1085. 
1087a. 1087CC. and 1091; 42 U.S.C. 2753) 

Sec. 668.8 Eligible program. 

(a) General. An eligible program is a program of edu- 
cation or training that* 

(1) Admits as regular students only persons who- 

(1) Have a high school dptoma; 

(ii) Have the recognized equivalent of a high school d- 

pk>ma; 

(iii) Are beyond the age of compulsory school atten- 
dance in the State in which the institution is located, and. 
except for the GSL. PLUS. orSLS programs, have the ability 
to benefit from the education or training offered; or 

(tv) For a program at a vocational school, have com- 
pleted or left elementary or secondary school and have the 
ability to benefit from the education or training offered; 

(2) 0) Leads to a bachelor's, associate, graduate, or 
professional degree; 

(ii) is at least a two-year program that is acceptable for 
fjll credit tcward a bachelor's degree; 

(iii) Is at least a one-year training program leading to 
a certificate, degree, or other recognized educational cre- 
dential that prepares a student for gainful employment in a 
recognized occupation; 

(iv) Is, for a propnetary institution of higher education 
or a postsecondary vocational in stitution, at least a six-month 
training program leading to a certificate, degree, or other 
recognized educational credential that prepares a student for 
gainful employment in a recognized occupation; 

(v) Is, for a vocational school, a program of postsecon- 
dary vocational or technical education leading to a degree, 
certificate, or other recognized educational credential that- 

(A) Is designed to provide occupational skills more ad- 
vanced than those generally offered at the high school level 
and to fit individuals for u seful em ployment in recognized oc- 
cupations; 

(B) In the case of an institution using clock hours to 
measure academic progress. Is no less than 300 clock hours 
of supervised training; 

(C) In the case of an institution using credit hours or 
units to measure academic progress, is no less than eight 
semester or trimester hours or units or 12 quarter hours or 
units; 



(D) In the case of a program of study by correspon- 
dence, requires not less than an average of 12 hours of 
preparation perweekovereach 12-week period andcomple- 
tion in not less than six months; and 

(E) In the case of a flight school program, maintains 
current valid certification by the Federal Aviation Administra- 
tion; or 

(vl) Is, for purposes of the GSL, PLUS, or SLS pro- 
grams, at least a one-year training program for graduates of 
accredited health-professions programs that- 

(A) I s provided by a hospital or health-care fedllly ; and 

(B) Leads to a degree or certificate; or 

(3) For purposes of the Pell Grant. ICL, and SEOG 
programs, is an undergraduate program; and 

(4) For the purposes of the Pell Grant Program, may 
consist of instruction In English as a second language (ESL) 
in accordance with paragraph (b)(2) of this section. 

(b) Pell Grant Program-(1) Studfy by correspondence. 
For purposes of the Pell Grant Program, an efigible program 
of study by correspondence is an undergraduate program of 
educatk)n or training that meets the criteria for an eligible 
program in paragraph (a) of this ^section and that is designed 
to require at least 12 hours of preparation per week. 

(2) English as a second language (ESL). (i) The 
Secretary conskJers a program that consists solely of instmc- 
tion In ESL to be an eligible program if the program meets the 
requirements of paragraph (a) of tWs section and admits only 
students who the institution detemiines to need to ESL 
Instruction to use already existing knowledge, training, or 
skills. 

(Ii) An Institution shall document Its detenmination that 
the instruction in ESL described In paragraph (b)(2)(i) of this 
section is necessary to enable each student whom it admit- 
ted to use already existing knowledge, training, or skills. 

(Authority: 20 U.S.C. 1070a, 1070b. 1070c-1070c-2, 1085. 
1087aa-1087hh, 1088, 1091, and 1 141; 42 U.S.C. 2753) 

(Approved by 0MB under control #1840-0537) 

Subpart B-Standards for Participation In Title 
IV, HEA Programs 

Sea 668.11 Scope. 

(a) This subpart establishes standards that an institu- 
tion must meet In order to participate in any Title IV, HEA 
program. 

(b) Noncompliance with these standards by an institu- 
tion already participating in any Title IV, HEA program may 
subject the institution to proceedings under Subpart G. 
These proceedings may lead to a fine, ora limitation, suspen- 
sion, or termination of tfie institution's eligibility to participate 
in any or all of the Title IV. HEA prc^rams. 

(Authority: 20 U.S.C. 1094) 
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Sac 668.12 Institutional participation agreement. 

(a) An institution may participate In any Title IV, HEA 
program, other than the SSIG Program, only if- 

(1 ) The Secretary detemilnes thatthe institution meets 
the standards established in this subpart; and 

(2) The institution enters into a written participation 
agreement with the Secretary, on a fomi approved by the 
Secretary. 

(b) (1) A participation agreement conditions the initial 
and continued eligibility of the institution to partcipate In any 
Title IV, HEA program upon compliance with the provisions 
of this part and the Individual program regulations. 

(2) in the participation agreement, the institution 
agrees- 

(1) That it will comply with the statutory and regulatory 
requirements applicable to the Title IV, HEA programs, 
including the requirement that it will use funds it receives 
under any Title IV, HEA program and any interest or other 
earnings thereon, solely for the purposes specified In and in 
accordance with that program; 

(ii) That it has in operation a drug abuse prevention 
program that the institution has determined to be accessible 
to any officer, employee, or student at thai institution; and 

(ill) That it will not request from or charge any student 
a fee for processing or handllng- 

(A) Any application, fomi, or data required to deter- 
mine a students eligibility for. and amount of. Title IV, HEA 
program assistance; or 

(B) The Federal Student Assistance Report required 
under section 483(0 of the HEA. 

(c) (1) Except as provided under paragraph (c)(3) of 
this section, a participation agreement becomes effective on 
the date executed by the Secretary. 

(2) A participation agreement supersedes any prior 
participation agreement between the Secretary and the 
institution. 

(3) The new participation agreement of an institution 
that changed Its ownership resulting in a change in control is 
effective on the date that the institution changed its owner- 
ship If- 

(i) The institution's prior participation agreement was 
not temiinated through procedures contained in Subpart G; 
and 

(ii) Under the Pell Grant and campus-based pro- 
grams, the date that the institution changed ownership that 
resulted in a change In control and the date on which the 
Secretaiy executed the new agreement took place in the 
same award year. 

(d) (1) Except as provided In paragraph (e) of this 



section, the Secretary tenninates a participation agreement 
through the procedures set forth in Subpart G. 

(2) An institution may tenninate a participation agree- 
ment. 

(3) If the Secretary or the institution tenninates a par- 
ticipation agreement under this paragraph, the Secretary es- 
tablishes the tennination date. 

(e) An institution's participation agreement automati- 
cally terminates on the date the institution changes owner- 
ship that results In a change in control. 

(Authority: 20 U.S.C. 1094) 

Sea 668.13 Factors of financial responsibility. 

(a) To begin and to continue participation in any Titie 
IV, HEA program, an Institution must demonstrate to the 
Secretary that it is financially responsible under the stan- 
dards established in this section. 

(b) In general, the Secretary considers an institution to 
be financially responsible if it is able to- 

(1) Provide the services described in its official publi- 
cations and statements; 

(2) Provide the administrative resources necessary to 
comply with the requirements of this subpart; and 

(3) Meet all of Its financial obligations, including, but 
not limited to- 

(i) Refunds of institutional charges; and 

(ii) Repayments to the Secretary for liabilities and 
debts incurred in programs administered by the Secretary. 

(c) Notwithstanding paragraph (b) of this section, the 
Secretary considers an institution not to be financially re- 
sponsible if- 

(1) Under its basis of accounting, it- 

(1) Has had operating losses over at least its tv^'o most 
recent fiscal years; or 

(ii) Had. for its latest fiscal year, a deficit net worth. A 
deficit net worth occurs when the institution's liabilities ex- 
ceed its assets; 

(2) Under an accrual basis of accounting , it had. at the 
end of its latest fiscal year, a ratio of current assets to current 
liabilities of less than 1 :1 ; 

(3) Under a fund accounting system. Its unrestricted 
current or operating fund reflects sustained material deficits 
over at least its two most recent fiscal years; or 

(4) (i) The institution, its owner, or Its chief executive 
officer has been convicted of, or has pled nolo contendere or 
guilty to. a crime involving the acquisition, use. or expendi- 
ture of Federal funds, or has been judicially detennined to 
have committed fraud involving Federal funds; 

(ii) The Institution employs an individual in a capacity 
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that involves the administration of Title IV, HEA program, or 
the receipt of Title IV. HEA program funds who has been 
convicted of, or has pled nolo contendere or guilty to, a crime 
Involving the acquisition, use, or expenditure of Federal 
funds, orwho has been judicially determinedto have commit- 
ted fraud involving Federal funds; or 

(iii) The institution uses any Individual, agency, or or- 
ganization that has been, or whose officers or employees 
have been- 

(A) Convicted of, or pled nolo contendere or guilty to, 
a crime Involving the acquisition, use. or expenditure of 
Federal funds; or 

(B) Judicially determined to have committed fraud 
Involving Federal funds. 

(d) (1) The Secretary may determine an institution to 
be financially responsible, even if the institution is considered 
not to be financially responsible under paragraphs (b), or 
(c)(1) through (c)(3) of this section, if the institution submits 
to the Secretary a letter of credit payable to the Secretary in 
an amount established by the Secretary, a performance 
bond In an amount established by the Secretary, or any other 
document requested by the Secretary that demonstrates that 
the institution has sufficient financial responsibility to begin or 
to continue to participate in any Tide IV, HEA program. 

(2) The Secretary may determine that an institution is 
financially responsible even if it would otherwise be consid- 
ered not to be financially responsible under paragraph (c)(4) 
of this section if- 

(i) The funds that were fraudulently obtained, or crimi- 
nally acquired, used, or expended have been repaid to the 
United Stales, and^ny related financial penalty has been 
paid; 

(ii) The individuals who were convicted of. or pled nolo 
contendere orguilty to, acrimelnvolving the acquisition, use, 
or expenditure of the funds are no longer incarcerated lor that 
crime; and 

(iii) At least five years have elapsed from the date of 
the conviction, nolo contendere plea, guilty plea, or judicial 
determination. 

(e) The Secretary detemiines whether an institution is 
financially responsible in accordance with paragraphs (b), 
(c), and (d) of this section by evaluating documents submit- 
ted by the institution and information obtained from other 
sources, including outside sources of credit information. To 
enable the Secretary to make this determination, an institu- 
tion shall, to the extent requested by the Secretary, submit for 
its latest complete fiscal year and its current fiscal year- 

(1) A profit and loss statement and a balance sheet 
that are based on the same basis of accounting used by the 
institution for financial reporting; or 

(2) A financial audit report of the institution. The audit 
must have been conducted by a licensed certified public ac- 
countant in accordance with generally accepted auditing 
standards. 

(f) (1) The Secretary may require that the documents 
referred to in paragraph (e)(1 ) of this section be audited and 



certified by a licensed certified public a(x:ountant in accor- 
dance with generally accepted auditing standards. 

(2) If the Secretary requires an institution to submit a 
profit and loss statement, a balance sheet, or an audit report 
under paragraph (e) of this section, tiie Secretary may also 
require the institution to submit the accountant's or auditor's 
work papers. 

(g)(1) An otherwise eligible institution shall obtain and 
keep current adequate fidelity bond coverage in order to 
protect the Government's interest in tiie Titie IV, HEA pro- 
gram funds the institution received as a trustee. A fidelity 
bond indemnifies the holder against losses resulting fi'om 
fraud or lack of integrity, honesty, or fidelity of its employees 
or officers. 

(2) A public institution that is bonded by the State 
against the type of losses described In paragraph (g)(1) of 
this section does not have to obtain additional fidelity bond 
coverage. 

(3) Any bond required under tills oaragraph must be 
obtained from companies holding certificates of autiiority as 
acceptable sureties (31 CFR Part 223). A list of tfiese 
companies is published annually by the Department of tiie 
Treasury in its Circular 570. 

(Autiiority: 20 U.S.C. 1094 and Section 4 of Pub. L. 95-452) 

(Approved by OMB under control #1840-0537) 

Sec. 668.14 Standards of administrative capability. 

To begin and to continue participation in any Titie IV. 
HEA program, an institution shall demonstrate to tiie Secre- 
tary tfiat it is capable of adequately administering that pro- 
gram under tiie standards established in tfiis section. Except 
as provided -in Sec. 668.15. tfie Secretary considers an 
institution to have tiiat administrative capability If it estab- 
lishes and maintains student and financial records required 
under Sec. 668.23 and tiie individual Titie IV. HEA program 
regulations and if It- 

(a) Designates a capable individual to be responsrble 

for- 

(1) Administering all tfie Titie IV, HEA programs in 
which it participates; and 

(2) Coordinating the Titie IV, HEA programs witfi the 
institution's otiier Federal and non-Federal programs of 
student financial assistance; 

(b) Communicates to tiie Individual designated to be 
responsible for administering Title IV, HEA programs, all the 
infonnation received by any institutional office tiial bears on 
a student's eligibility for Title IV, HEA program assistance; 

(c) Uses an adequate number of qualified persons to 
administer tfie Titie IV, HEA program. In detemiining whetiier 
an institution uses an adequate number of qualified persons, 
the Secretary considers tfie number of students aided, tiie 
number and types of programs in which tiie Institution partici- 
pates, tiie number of applications evaluated, tiie amount of 
funds administered, and tfie financial aid delivery system 
used by tfie institution; 



-9 

3-9 



(d) (1) Administers Tide IV, HEA programs with ade- 
quate checks and balances in its system of intemal controls; 
and 

(2) Divides the functions of authorizing payments and 
disbursing funds so that no office has responsibility for fx)th 
functions with respect. to any particular student aided under 
the programs; 

(e) Establishes, publishes, and applies reasonable 
standards for measuring whether a student, who is otherwise 
eligible for aid under any Title IV, HEA program, is maintain- 
ing satisfactory progress in his or her course of study. The 
Secretary considers an institution's standards to be reason- 
able if the standards- 

(1) Confonn with the standards of satisfactory prog- 
ress of the nationally recognized accrediting agency that 
accredits theinstitutton, if the Institution is accredited by such 
an agency, and if the agency has those standards; 

(2) For a student enrolled In an eligible program who 
is to receive assistance under a Title IV, HEA program, are 
the same as or stricter than the Institution's standards for a 
student enrolled in the same academic program who is not 
receiving assistance under a Titie IV, HEA program; and 

(3) Include the following elements: 

(i) Grades, work projects completed, or comparable 
factors that are measurable against a nonn. 

(ii) A maximum time frame in which the student must 
complete his or her educational objective, degree, or certifi- 
cate. The time frame must be- 

(A) Determined by the institution; 

(B) Based on the student's enrollment status; and 

(C) Divided into increments, not to exceed one aca- 
demic year. 

(ili) A schedule established by the Institution designat- 
ing the minimum percentage or amount of work that a student 
must successfully complete at the end of each Increment in 
order to complete the educational objective, degree, or 
certificate within the maximum time frame. 

(iv) A detemiination at the end of each Increment by 
the institution whether the student has successfully com- 
pleted the appropriate percentage or amount of wori< accord- 
ing to the established schedule. 

(V) Consistent application of standards to all students 
within categories of students, e.g., full-time, part-time, under- 
graduate, and graduate students, and programs established 
by the Institution. 

(vl) Specific policies defining the effect of course in- 
completes, withdrawals, repetitions, and noncredit remedial 
courses on satisfactory progress. 

(vii) Specific procedures under which a student may 
appeal a detemiination that the student is noi making satis- 
factory progress. 

(vili) Specific procedures for reinstatement of aid; and 



(4) Meet or exceed the requirements of Sec. 668.7(c); 

(f) Develops and applies an adequate system to 
identify and resolve dscrepancies In the infomiation it re- 
ceives from different sources with respect to a student's 
application for financial aid under Tirle IV, HEA programs. In 
detemiintng whether the Institution's system is adequate, the 
Secretary considers whether the institution obtains and re- 
views- 

(1) All student aid applications, need analysis docu- 
ments. Statements of Educational Purposes, Statements of 
Registration Status, and eligibility notification documents 
presented by or on behalf of each applicant; 

(2) Any documents, including any copies of State and 
Federal income tax retums, thatara nomially collected by the 
institution to verily infomiation received from the student or 
other sources; and 

(3) Any other infomiation nomially available to the in- 
stitution regarding a student's citizenship, previous educa- 
tional experience, or other factors relating to the students 
eligibility for Titie IV, HEA program funds; 

(g) (1) After conducting the review of an application 
provided for under paragraph (f) of this section, refers for 
investigation any information indicating that an applicant for 
Titie IV, HEA program assistance may have engaged in fraud 
or other criminal misconduct in connection with his or her 
application. The type of information that an institution must 
refer Is that which is relevant to the eligibility of the applicant 
for Title IV, HEA program assistance, or the amount of the 
assistance. E:^ples of this type of infomiation are: 

(1) False claims of independent student status; 
(ii) False claims of citizenship; 

(ili) Use of false identities; 

(iv) Forgery of signatures or certifications; and 

(v) False statements of income: 

(2) f^kes the referrals described in paragraph (g)(1) 
of this section to the Office of Inspector General of the De- 
partment of Education, or, if more appropriate, to a State or 
local law enforcement agency with jurisdiction to Investigate 
the matter; and 

(3) Reports to the Office of Inspector General for each 
calendar year all refen^ls made to State or local law enforce- 
ment agencies under this paragraph for that calendar year; 

(h) Provides adequate financial aid counseling to 
eligible students who apply for Title IV, HEA program assis- 
tance. In detemiining whether an institution provides ade- 
q'.'ate counseling, the Secretary considers whether its coun- 
seling Includes Information regarding- 

(1 ) The source and amount of each type of aid offered; 

(2) llie method by which aid is detemnined and 
disbursed or applied to a student's account: and 

(3) The rights and responsibilities of the student with 




respect to enrollment at the institution and receipt of financial 
aid. This information includes the institution's refund policy, 
its standards of salisfactofy progress, and other conditions 
that may alter the student's aid package; and 

(i) Does not otherwise appear to lack the ability to ad- 
minister the Title IV, HEA programs competently. 

(Authority: 20 U.S.C. 1094) 

(Approved by 0MB under control #1840-0537) 

Sec. 668.15 Additional factors for evaluating 
administrative capability. 

(a) The Secretary considers it an indication of an 
institution's impaired capability of property administering 
Title IV, HEA programs if— 

(1) The fiscal year default rate, as defined In para- 
graph (f) of this section, on loans made under the GSL and 
SLS programs to students for attendance at that institution 
exceeds 20 percent; 

(2) The default rate on toans made under the Perkins 
Loan program to students for attendance at that institution 
exceeds 20 percent of the principal of all those loans that 
have reached the repayment period; or 

(3) (i) For an institution that has a common academic 
year for a majority of its students, more than 33 percent of the 
regular students who are enrolled on the first day of classes 
of an academic year withdraw from enrollment at that institu- 
tion during that academic year; or 

(ii) For an institution which does not have a common 
academic year for a majority of its students, more than 33 
percent of the regular students enrolled on the first day of 
classes of any eight-month period withdraw during that 
period. 

(b) If the GSL and SLS fiscal year default rate for an 
institution exceeds 20 percent for any fiscal year, the Secre- 
tary may, after such consultation with cognizant guarantee 
agencies as the Secretary deems appropriate, take one or 
more of the following actions: 

(1 ) On or after January 1 , 1 991 , initiate a proceeding 
under Subpart G of this part to limit, suspend, ortenninatethe 
eligibility of the institution to partidpate in the Title IV, HEA 
programs, if- 

(i) The institution's GSL and SLS fiscal year default 
rate exceeds 40 percent for any fiscal year after 1 989 and has 
not been reduced by an increment of at least 5 percent from 
its rate for the previous fiscal year (e.g., a 50 percent rate was 
not reduced to 45 percent or below); or 

(ii) The institution's '3SL and SLS fiscal year default 
rate exceeds- 

(A) 60 percent for fiscal year 1989; 

(B) 55 percent for fiscal year 1990; 

(C) 50 peicent for fiscal year 1991 ; 

(D) 45 percent for fiscal year 1992; or 



(E) 40 pe rcent for any fiscal year after fiscal year 1 992. 

(2) Require the institution to submit to the Secretary 
and one or more guarantee agendes the following infomia- 
tion, within a time frame spedfied by the Secretary, to help 
the Secretary make a preliminary determination as to the 
appropriate action to be taken by the Secretary regarding the 
institution: 

(i) A comprehensive written analysis of the causes of 
default by its students, for defaults in the first two years of 
repayment, that occun-ed during the three most recent calen- 
dar years ending not less than six months prior to the 
Secretary's request, and the factual basis for each condu- 
sk)n reached In the analysis. 

(ii) In the case of an institutton offering an undergradu- 
ate non-baccaIaur3ate degree program designed to preparB 
students for a particular vocational, trade, or career fiekl, a 
statistical analysis showing the following for each program: 

(A) The pass rates of students of the program In the 
three preceding calendar years ending not less than six 
months prior to the Secretar/s request on any licensure or 
certificatk>n examination required by the State in which the 
institution is located for employment in the particular voca- 
tional, trade, or career field, 

(B) The job placement rates for students who were 
originally scheduled, at the time of enrollment, to complete 
the program in the three most recent calendar years ending 
not less than eighteen months prior to the Secretary's re- 
quest, as calculated in accordance with Sea 668.44(1)(iii) of 
this part 

(C) The completion rates for students in the program 
for the tfiree most recent calendar years ending not less than 
18 months prior to the Secretary's request, as calculated In 
accordance with Sec. 668.44(c)(1)(iv) of this part, for all of 
the institution's regular students in the aggregate, and as 
segregated according to the following categories: 

(1) Title iV student aid recipients. 

(2) High school graduates or holders of GED certifi- 
cates at the time of enrollment 

(3) Students admitted on the basis of "ability to benefif 
as defined in Sec. 668.7(b) of this part. 

(iii) A written description of all additional steps taken 
by the instituticn beyond those otherwise required by statute, 
regulation, or agreement with the Secretary, designed to 
reduce defaults by Its students in the future. 

(iv) Any other information relating to that determina- 
tion, as reasonably required by the Secretary. 

(c)(1) If the default rate for an institution under the 
Perkins Loan program excoeds the rate set forth in para- 
graph (a)(2) of this section, or if the withdrawal rate at an 
institution e: ceeds the rate set forth in paragraph (a)(3) of this 
section for an academic year, the Secretary may require the 
institution to submit for its latest complete fiscal year— - 

(t) A profit and k)s s statement and a b alance sheet that 
are based on the same accounting procedures used by the 
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institution lor financial reporting; 

(il) A financial audit report of the institution. The audt 
must have been conducted by a licensed certified public 
aocountant In accordanco with generally accepted auditing 
standards; or 

Oii) Other inbrmation required by the Secretary to 
detemiino the cause of the high withdrawal or default rate 
and the best measures for alleviating that condition. 

(2) The date of preparation of the documents refen^ 
to In paragraph (c)(1)(i) through (iil) of this section must be 
within 12 months of the date of the Secretary's request 

id) The Secretary may require that the profit and loss 
stateme nt and balance sheet refen^ to in paragraph (c}( 1 )(i) 
of this section be audited and certified by a licensed certified 
public accountant in accordance with generally accepted 
auditing standards. 

(e) If the Institution's GSL and SLS fiscal year default 
rate, Perkins Loan program defoult rate» or withdrawal rate 
exceeds the rates set forth in paragraph (a)(1), (a)(2), or 
(a)(3) of this section respectively, in addition to, or in lieu of, 
taking the actions described in paragraph (b) of this section, 
orrequiring the Institution to submit the documents described 
in paragraph (c) of this section, the Secretary may require tiie 
institution, after notice and opportunity for a hearing, to take 
sfjedfied reasonable and appropriate measures to alleviate 
tfiat condition as a requirement for its continued participation 
in the Titie IV, HEA programs. 

(f) The following definitions apply to this section and 
Sec. 668.90 of this part: 

(1 ) "Fiscal year default rate* means, for any fiscal year 
in which 30 or more current and former students at the 
institution enter repayment on GSL or SLS program loans 
received for attendance at the institution, the percentage of 
tfiose current and fonner students who enter repayment on 
GSL or SLS program loans received for attendance at that 
institution in that fiscal year who default before the end of the 
following fiscal year. For any fiscal year in wl* ich les^ than 30 
of the Institution's cun'ent and former students enter repay- 
ment, the term fiscal year default rate" means the average 
of th& rate calculated under the preceding sentence for the 
three most recent fiscal years. In the case of a student who 
has attended and bcn-owed at more than one school, the 
student (and his or her subsequent repayment or default) is 
attributed to each school for attendance at which the student 
received a loan that entered repayment in the fiscal year. A 
loan on which a payment is made by the school, its owner, 
agent, contractor, employee, or any other affiliated entity or 
individual. In order to avoid default by the bon-ower, is 
considered as in default for purposes of this definition. 

(2) "Rscal year" moans the period from and Including 
October 1 of a calendar year through and including Septem- 
ber 30 of the following calendar year. 

(Authority: 20 U.S.C. 1082, 1094) 

(Approved by 0MB under control #1840-0537) 



Sec. 668.16 Federal interest In Title IV, HEA program 



funds. 

Funds received under the Pell Grant SEOG, CWS. 
ICL, and Perkins Loan programs, except tiiose funds re- 
ceived for tiie administrative cost allowance, ore held in trust 
for the intended student beneficiaries and tiie Secretary. The 
institution, as a trustee of Federal funds, may not use or 
hypothecate (i.e. use as collateral) Titie IV, HEA program 
funds for any other purpose. 

(Authority: 20 U.S.C. 1070 et seq.) 

Sec 668.17 [Reserved] 

Sec 668.18 [Reserved] 

Sec 668.19 Financial aid transcript 

(a)(1) An institution shall detemiine whether a student 
who is applying for assistance under any Titie IV, HEA 
program has previously attended anotiier eligible institution. 

(2) Before a student who previously attended another 
eligible institution may receive any Title IV, HEA program 
funds, the institution or the student shall request each insti- 
tution the student previously attended to provide a financial 
aid transcript to the institution the student is or will be 
attending. 

(3) Except as provided in paragraph (a)(5) of tills 
section, until an institution receives a financial aid transcript 
from each eligible institution the student previously attended, 
tiie institution- 

(i) May withhold payment of Pell Gur\x, campus- 
based, and ICL funds to the student; 

(ii) May disburse Pell Grant, campus-based, or ICL 
funds to the student for one payment period only; 

(iii) May decline to certify the student's GSLorSLSap- 
plication; 

(iv) Shalt not release GSL or SLS proceeds to a 
student; and 

(v) Shall notcertify an application for a PLUS Program 
loan sought on behalf of tiie student. 

(4) (i) An institution may not hold GSLor SLS proceeds 
under paragraph (a)(3) of this section for more tfian 45 days. 
If an institution does not receive all required financial aid 
transcripts for a student within 45 days of tiie receipt of those 
proceeds, the institution shall return tiie loan proceeds to the 
appropriate lender. 

(ii) An institution tiiat certifies a GSL or SLS "ipplica- 
tion before receiving all required financial aid transcripts shall 
return to tiie lender any GSL or SLS proceeds for tfie student 
If it receives a financial aid transcript incficating that- 

(A) The amount of the loan proceeds would cause the 
student to exceed a loan limit under tiie GSL or SLS pro- 
grams; 

(B) The student is in default on any loan made under 
tiie GSL, PLUS, SLS, Consolidation Loan, ICL, National 
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Defense/Direct Student Loan, or Perkins Loan programs; a 

(C) The student owes a repayment on a grant received 
under the Pell Grant, SECX5, or SSIG programs. 

(5) The institution may disburse Tide IV, HEA program 
funds to the $tudent without receiving a financial aid tran- 
scnpt from an eligible institution the student previously at- 
tended if the institution the student previously attended- 

(i) Has dosed, and information concerning the stu- 
dents receipt of Title IV, HEA program assistance for atten- 
dance at that institution is not available; 

(11) Is not located in a State; or 

(iii) Provides the disbursing Institution with the written 
certification described in paragraph (b)(2)(li) of this section. 

(b) Upon request, each institution located in a State 
shall promptly provide to the Institution for which a financial 
aid transcript is requested- 

(1) All information In Its possession concerning whether 
a student attended institutions other than itself and the insti- 
tution for which the transcript is requested; and 

(2) (l) A financial aid transcript for that student, if the 
student received or benefited from any Title IV, HEA program 
assistance while attending the institution providing the tran- 
script; or 

(ii) A written certification that- 

(A) The student did not receive or benefit fran any 
Title IV, HEA program assistance while attending the institu- 
tion from which the transcript wa$ requested; or 

(B) The transcript pertains solely to year$ for which the 
institution no longer has and is no longer required to keep rec- 
ords underthe applicable Tide IV. HEA program recordkeep- 
ing requirements, 

(c) A financial aid transcript n^ust be signed by an 
official authorized by die Institution providing the transcript to 
disclose information in connection widi Title IV, HEA pro- 
grams and must include, for any award year for which that 
institution has or is required to keep records— 

(1) The student's name and social security number; 

(2) Whether the student was treated as an independ- 
ent student undrr any year preceding die award for which a 
financial aid transcript is requested; 

(3) Whedior die student is in default on any loan made 
under die |CL, National Defense/Direct Student Loan, or 
Peridns Loan programs for attendance at die institution; 

(4) To die extent diat the institution is aware, whether 
the student Is in default on any loan made under die GSL, 
PLUS, or SLS programs for attendance at the Institutfon or 
any loan made under the Consolidation Loan Program; 

(5) Whether d)e student owes a refund on any grant 
made under the Pell Grant or SEOG programs and, to die 
extent that die Institution Is aware, die SSIG Program, for 
attendarice at die institution; 



(6) For ttie award year for which a financiaJ aid 
transcript is requested, the students Scheduled Pell Grant 
and die amount of Pell Grant funds disbursed to the student; 

(7) The total amount of loans made under the ICL 
Program to die student for attendance at the institution; 

(8) The total amount of loans made under die National 
Defense/Direct Student Loan and Perkins Loan programs to 
die student for attendance at the institution; 

(9) Whedierdi 'studentowed an outstanding balance 
on July 1, IDSToneitf-tara Defense loan or Directloan made 
for attendance at the institutk>n; 

(10) The amount of and period covered by each loan 
made to die student under die GSL, PLUS, or SLS programs 
for attendance at the institution; and 

(11) The amount of and period covered by each foan 
made under die PLUS Program on behalf of ttie student for 
attendance at ttie institution. 

Auttiority: 20U.S.C. 1094 

(Approved by the Office of Management and Budget under 
control number 1840-0537) 

[FR Doa 88-19678 Red 8-29-88; 8:45 arnj 

Sec 668.20 - Umltadon on th« amciint of remedlsl 
cour«6Work thst Is eligible for Title 5V, HEA program 
ssslstance. 

(d) A noncredt or reduced credit remedial cou^e is a 
course of study designed to Increase ttie ability of a student 
to pursue a course of study leading to a certificate or degree. 

(1) A noncredit remedial course is one for which no 
credit is given toward a certificate or degree; and 

(2) A reduced credit remedial course is one for which 
reduced credit is given toward a certificate or degree. 

(b) Exceptas provided in paragraphs (c) and (d) of ttiis 
section , in determining a stude nf s enrollment status and cost 
of attendance, an Institution shall include any noncredit or 
reduced crecfit remedial course in which the student is 
enrolled. The Institution shall attribute the number of credit or 
ctock hours to a noncredit or reduced credit remedial course 
by- 

(1) Calculating ttie number of classroom and homo- 
wrk hours required for ttiat course; 

(2) Comparing those hours witti the hours required for 
nonremedial courses In a similar subject; and 

(3) Giving ttie remedial course the same number of 
credit or clock hours it gives ttie nonremodial course with the 
most comparable classroom and homewori^ requirements. 

(c) In detemiining a student's enrollment status under 
ttie Tide IV, HEA programs or a students cost of attendance 
under the campus-based. GSL, PLUS, and SLS programs, 
an Institution may not take Into account any noncredit or 
reduced credit remedial course if- 
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(1) That course is part of a program of instruction 
leading to a high school diploma or the recognized equivalent 
of a high school dpioma. even if the course is necessary to 
enabie the student to complete a deyree or certiHcate pro- 
gram; or 

(2) The educational level of instruction provided in the 
noncredit or reducedcradit remedial course is below the level 
rieeded to pursue successfully the degree or certificate 
program offered by that institution after one year in that 
remedial course. 

(d) Except as set forth in paragraph (f) of this section, 
an institution may not take into account more than one 
academic year's worth of noncredit or reduced credit reme- 
dial coursework in determining- 

(1) A students enrollment status under the Title IV, 
HEA programs; and 

(2) A student's cost of attendance under the campus- 
based, GSL, PLUS, and SLS programs. 

(e) One academic year's worth of noncredit or re- 
duced credit remedial coursework is equivalent to- 

(1 ) Thirty semester or 45 quarter hours; or 

(2) Nine hundred clock hours. 

(f) Courses in English as a second language do not 
count against the one-year academic limitation contained in 
paragraph (d) of this section. 

[Authority: 20 U.S.C. 1094) 

Sec. 668.21 Treatment of Pell Grant, SEOG, (CL, and 
Perkins Lotn progrsm funds if the recipient withdraws, 
drops outf or U expelled before his or her first day of 
ciast« 

(a) (1) If a student officially withdraws, drops out, or is 
expelled before his or her first day of dass of a payment 
period, all funds paid to the student for that payment period 
for institutional or noninstitutional costs under the P^^ll Grant, 
SEOG, iOL, and Perkins Loan programs are an overpay- 
ment. 

(2) The in stitution shall return that overpayment to the 
respective Title IV, HEA programs in the amount that the 
student received from each program. 

(b) Forpurposes of this section, the Secretary consid- 
ers that a student drops ou t before his or her first day of dass 
of a payment period if the institution is unable to document 
the student's attendance at any dass during the payment 
period. 

[Authority: 20 U.S.C. 1094) 

Sec. 668.22 Distribution formula for Institutional refund 
andforrepsymentsofdisbursementsmade to the student 
for noninstitutional costs. 

(a) Repayment of institutional refunds to Title IV, HEA 



programs. (1) An institution shall return a portion of a refund 
owed to a student to the Title IV, HEA programs if- 

(1) The student offidaify withdraws, drop s out, or is ex- 
pelled from the instituttori on or after his or her first day of 
class of a payment period; and 

(ii) Tne student received assistance under any Title 
IV, HEA program other than the CWS Program. 

(2) For purposes of this section, an institutional refund 
means the anx)unt paid for institutional charges for a pay- 
ment period by ^nancialakJ and/or cash payments minus the 
amount retained by the institutton for the portion of the 
payment period that the student was actually enrolled at the 
i))stitution. The amount retained by the institution for the 
student's actual period of enrollment is calculated according 
to the institution's refund policy. 

(3) The portion of the refund that the institution shall 
return to the Title IV, HEA pn>gram(s) is the lesser of- 

(I) The amount of assistance rsc^ived under the Title 
IV, HEA programs other than under the CWS Program for the 
payment period; or 

(II) The amount obtained by multiplying the institu- 
tional refund by the following fraction: 

Total amountof Title IV, HEA program assistance (exdusive 
of CWS Program earnings) awardedfor the payment period. 



Total amount of assistance (exclusive of all work earnings) 
awarded for the payment period. 

(b) Repayments to Title IV, HEA programs of di^ 
bursements made to the student for noninstitutional costs. 
(1) If a student officially withdraws, drops out. or is expelled 
on or after his or her first day of dass of a paymer ' jw'^od, the 
institution shall determine what portion. If any. ^ ih^ Ide IV. 
HEA program assistance (other than from the CVV y, GSL, 
PLUS, or SLS program received for that payment period by 
the student for r?oninstitutional costs is an overpayment that 
must be repaid by the student The institution s^iall make 
every reasonable effort to contact the student a^id recover 
the overpaymentm accordance with program reg jlations (34 
CFR Parts 673. 674, 675. 676. and 690): 

(2) (i) To determine if any of the Title IV. HEA program 
assistance received by the student for noninstitutional costs 
constitutes an overpayment, the institution shall subtract the 
noninstitutional costs incun'ed by the student for that portion 
of the payment period during which the student was enrolled 
from the amount of assistance disbursed to the student. 

(ii) Noninstitutivinal costs may tndude. but are not 
limited to. room and board for which the student does not 
contract with the institution, books, supplies, transportation, 
and miscellaneous expenses. 

(3) The portion of the overpayment as determined ac- 
cording to paragraph (b)(2) of this section that the institution 
shall return to the Title IV, HEA program(s) is the lesser of- 

(i) The amount of assistance received under the Title 
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IV. HEA programs other than the CWS, GSL, PLUS, or SLS 
programs for the payment period; or 

(ii) The amount obtained by multiplying the overpay- 
ment by the following fraction: 

Total amount of Title IV. HEA program assistance (exclusive 
of College Work Study and GSL. PLUS, and SLS loans) 
awarded for the payment period. 



Total amount of assistance (exclusive of all work eamlngs 
and GSL. PLUS, and SLS loans awarded for the payment 
period. 

(c) Payment period. For purposes of this section- 

(1) A payment period under the GSL. PLUS, and SLS 
programs is a semester, trimester or quarter. At an institution 
not using those academic periods, it is the period between 
the beginning and the midpoint or between the midpoint and 
tiie end of the academic year; and 

(2) The amount of a loan made under GSL. PLUS, or 
SLS program is considered to bo awarded in proportionate 
amounts conresponding to the number of payment periods 
calculated according to paragraph (c)(1) of this section. 

(d) Drop out date. For purposes of this section, a 
student is considered to have dropped out on the last 
recorded date of class attendance by the student as docu- 
mented by the institution. 

(e) Distribution among the Title IV, HEA programs. An 
institution shall develop a written policy allocating the Titfe IV. 
HEA program portion of the refund determined under para- 
graph (a) of this section of the Titie IV. HEA program portion 
of the overpayment determined under paragraph (b) of this 
section among the Title IV. HEA program(s) from which the 
student received aid. This allocation policy must be applied 
consistentiy to all students who have received Titie IV. HEA 
program assistance and must conform to the following: 

(1) No amount of the Titie IV. HEA program portion of 
the refund or of the overpayment may be allocated to the 
CWS Program. 

(2) No amount of Title IV. HEA program portion of the 
overpayment may be allocated to the GSL. PLUS or SLS 
program. 

(3) The amount of the Titie IV, HEA program portion of 
the refund or of th^ c erpayment allocated to a specific Titie 

IV. HEAprogram may notexceed the amount that the student 
received from tiiat program. 

(4) The amountof tile Title IV. HEA program portion of 
tile refund allocated to the GSL, PLUS, and SLS programs 
must be returned to tiie borrower's lender by tiie institution in 
accordance witii program regulations (34 CFR Part 682). 

(5) The amount of the Title IV. HEA program portion of 
the refund allocated to tiie Titie IV. HEA programs other tfian 
tile CWS. GSL. PLUS and SLS programs must be returned 
to tiie appropriate program account(s) by tfie institution 
within 30 days of tiie date tiiat tiie student officially witfidraws 
or is expelled z; the institution determines that a student has 
unofficially witiidrawn. 



(6) The amount of tfie Title IV, HEA program portionof 
tile overpayment allocated to tiie Title IV. HEA programs 
otiier than the CWS, GSL, PLUS, and SLS programs must be 
returned to tiie appropriate program account(s) witfiin 30 
days of tfie date that the student makes tfie repayment 

(Autfiority: 20 U.S.C. 1094) 

(Approved by OMB ur».ar control #1840-0537) 

Sea 668.23 Audits, records, and examlrmtion. 

(a) An institution which participates in tfie ICL (34 CFR 
Part 673), Perkins Loan (34 CFR Part 674). CWS (34 CFR 
Part 675). SEOG (34 CFR Part 676), GSL (34 CFR Part 682). 
PLUS (34 CFR Part 682). SLS. or Pell Grant (34 CFR Part 
690) programs shall comply witfi tfie regulations for tfiose 
programs conceming- 

(1) Fiscal and accounting systems; 

(2) Program and fiscal recordkeeping; and 

(3) Record retention. 

(b) For purposes of audit and examination, an institu- 
tion which participates in any Titie IV, H EA program shall give 
tfie Secretary, the Comptroller Genera! of the United States, 
or their duly autfiorized representatives access to the records 
required by tfie program regulations and tfiis part and to any 
otfier pertinent books, documents, papers, and records. 

(c) (1) An institution which participates in tfie ICL, 
Perkins Loan. CWS. SEOG, GSL. PLUS. SLS. or Pell Grant 
programs shall have performed a financial and compliance 
audit of its Titie IV. HEA programs. The audit shall be 
conducted by an independent auditor in accordance with the 
general standards and tiie standards for financial and com- 
pliance auditsin tfie U.S. General Accounting Office's (GAO's) 
Standards for Audit of Govemmental Organizations. Pro- 
grams. Activities, and Funciions. 

(2) Procedures for audits are contained in audit guides 
developed by. and available from, the Education Depart- 
ment's Office of tfie Inspector General. These audit guides 
do not impose any requirements beyond tfiose imposed 
under applicable statutes and regulations, and GAO's Stan- 
dards. 

(3) The institution shall have an audit performed at 
least once every two years. Each audit must cover the 
institution's activities for the entire period of time since tfie 
preceding audit. 

(4) (i) If tfie institution receives campus-based funds, 
tfie institution shall submit the audit report to tfie Inspector 
General by March 31 of tfie year following the last award year 
covered by the audit. 

(ii) If tfie institution does not receive campus-hased 
funds, the institution shall submit the audit report to liie 
Inspector General by Jan uary 3 1 of the year following the last 
year covered by tfie audit. 

(5) The institution shall- 

(i) Give the Secretary and the Inspector General 
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access to records or other documents necessary to review 
the audit; and 

(ii) Include in any arrangement with an individual or 
firm conducting an audit described in this section a require- 
ment that the indvidual or firm shall give the Secretaiy and 
the in spector General access to records or other documents 
necessary to review the audit. 

(d) The Secretary considers the audit requirement in 
paragraph (c) of tills section to be satisfied by an audit 
conducted in accordance with the Single Audit Act (Chapter 
75 of Title 31. United States Code). 

(e) Upon written request, an institution shall give the 
Secretary access to all Tide IV, HEA program and fiscal 
records, including records reflecting transactions with any 
financial institution with which it deposits or has deposited 
any Title IV, HEA program funds. 

(f) (1) In adcfition to the records required under the ap- 
plicable program regulations and this part, for each recipient 
of Title IV. HEA program assistance, the Institution shall 
establish and maintain, on a cun-ent basis, records regard- 
ing- 

(1) The studenfs admission to, and enrollment status 
at, the institution: 

(ii) The program and courses In which the student is 
enrolled: 

(iii) Whether the student is maintaining satisfactory 
progress in his or her course of study; 

(iv) Any refunds due or paid to the student, the Title IV, 
F'EA program account(s) and the student's lender under the 
GSL. PLUS, and SLS programs; 

(v) The student* s placement by the institution In a job 
if the institution provides a placement service and the student 
uses that service; 

(vi) The student's prior receipt of tlnanctal aid (see 
Sec. 668.19); 

(vii) The verification of student aid application data; 

and 

(viii) Information substantiating all disclosures made 
to a prospective student under Sec. 668.44 (c) through (f) of 
this part. 

(2) (i) An institution shall establish and maintain rec- 
ords regarding the educational qualifications of each regular 
student itadmits, whether or notthe student receives Title ) V, 
HEA assistance, which are relevant to the institution's admis- 
sion standards. 

(ii) An institution at which only certain programs have 
been determined eligible shad establish and maintain rec- 
ords regarding the admissions requirements and educa- 
tional qualifications of each regular student enrolled in the 
eligible program(s), whether or not the student received Title 
IV, HEA assistance. 

(3) Records shall be- 



(1) Systematically organized; and 

(ii) Readily available for review by the Secretary at the 
geographical location where the student will receive his or 
her degree or certificate of program or course con^pletion. 

Authority: 20 U.S.C. 1068. 1094, 1141 and section 4 of Pub. 
L95^2) 

(Approved by 0MB under control #1840-0537) 
Sac 668.24 Audit exceptions and repayments. 

(a) (1) If, as a result of a Federal audit or an audit per- 
fomied at the direction of the Institution, the Education De- 
partmenrs inspector General questions an expenditure or 
the Institution's compliance with an applicable requirement 
(Indudng the tack of proper documentation), the inspector 
General notifies the Secretary and the institution of the 
questioned experfditure or procedure. 

(2) If the instltuton believes that the questioned ex- 
penditure or procedure was proper, it shall notify the Secre- 
tary in writing of its position and the reasons for Its position. 

(3) The institution's response must be received by the 
Secretaiy within 35 days of the date of the Inspector Gen- 
eral's notification to the institution. 

(b) (1) Based on the aucfit findng and the Institution's 
response, the Secretary detemilnes the amount of funds 
Improperiy spent, if any. and Instructs the Institution as to the 
manner of repayment 

(2) The institution shall repay those funds within 45 
days of the date of the Secretary's notification, uniess- 

(i) The institution files an appeal under the procedures 
established In Subpart H; or 

(ii) The Secretary permits a longer repayment period. 

(3) If the institution Is found to have expended funds 
improperiy under the proceedings established in Subpart H, 
the Institution shall repay those funds within 30 days of a final 
determination under Subpart H unless the Secretary pemilts 
a longer repayment period. 

(Authority: 20 U.S.C. 1094) 



Sea 668.25 Loss of institutionalized eligibility. 

(a) When an institution loses its eligibility or ceases to 
provide educational Instruction, it shall- 

(1) Immediately notify the Secretary of that fact; 

(2) Refund to the Federal government, or otherwise 
dispose of under instructions from the Secretary, any unobli- 
gated Titio IV, HEA program funds and any GSL, PLUS, or 
SLS proceeds It has received, except- 

(i) Those funds for which it has made a commitment 
but not yet paid to students in that payment period; and 

(ii) Its administrative allowance, If appli':able; 
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(3) Submit to the Secretary within 45 days after the 
effective date of closing or loss of eligibility- 

(i) AH finandal, performance, and other reports re- 
quired by each appropriate Title IV. HEA program regulation; 
and 

(ii) A letter of engagement for an audt or an audit 
report of ail Title IV, HEA program funds it received: 

(4) Inform the Secretary of the arrangements it has 
made for the proper retention and storage for a minimum of 
fivtr years of ail records concerning the administration of the 
Title IV, HEA progranns; 

(5) Infbnm the Secretary of ho*-; it will provide for the 
collection of any onTjstanding Title IV, HEA loans; and 

(6) Distribute refunds of unearned tuition and fees ac- 
cording to Sec. 668.21. 

(b) For the purposes cf this section- 

(1) A conunltment under the Pell Grant Program 
occurs after a student is enrolled and attending the institution 
and has submitted a vaW studentaid report to the institution; 

(2) A commitment under the campus-based and ICL 
progranis occurr ;*hen the student Is enrolled and attending 
the Institution and has received an award tetter from the 
institution; and 

(3) A commitment under the GSL, PLUS, and SLS 
programs occurs when the Secretary or a guarantee agency 
advises the tender that the loan is guaranteed. 

(Authority: 20 U.S.C. 1094) 

Subpart OStatement of Educational Puipose 
and Selective Service Registration Status 

Smx 668.31 Scope. 

This subpart establishes rules by which an othenvise 
eRglble studentfiles aStatementof Educational Purpose and 
a Statement of Registration Status in order to receive assls- 
tence under any titfe IV, HEA program. 

(Authority: 20 U.S.C. 1091 and 50 U.S.C. App. 462) 

Sac 668.32 Statement of Educational Purpose. 

(a) Before receiving any funds under any Titie IV, HEA 
program, a student shall fite a Statement of Educational 
Purpose for each award year with the Institution, or under the 
GSL. PLUS, or SLS programs, with the lender. In this 
statement the student shiiJI- 

(1) Indude his or her social security number or if he or 
she does not have a social security number, his or her 
student Identification number; and 

(2) Certify that he or she wiil use any funds received 
under these programs solely for educational expenses con- 
nected with attendance atthe Institution at which the student 
Is enrolledoraccepted for enrollment, or, for the purposes of 
the GSL, PLUS, orSLS programs, atthe Institution namedon 



the students loan application. 

(b) Exceptas provided in paragraph (c) of tiiis section, 
tile student shall fite tiie Statement of Educational Purpose 
once for each award year, or, under tiie Campus-Based 
programs, either once for each award year or once for each 
1 2-month period for which a detenmfnation of need is made, 

(0) A student is only required to file the Statement of 
Educational Purpose once for his or her course of study if— 

(1 ) The course of study is one academic year or less 
in lengtii; and 

(2) The student is to complete the course of study 
witiiin a 12-montii period 

(d) Until a student who is applying forTitie IV, HEA pro- 
gran; assistance underthe Pell Grant, campus-based. SSIG 
or ICL programs files a Statement of Educational Purpose 
witii tiie Institution, an institution may not, for any period of 
instruction, disburse funds to the student under any Titie IV, 
HEA program. 

(Authority: 20 U.S.C. 1091) 

[50 FR 26953, June 28, 1985, as amended at 51 FR 43161. 
Nov. 28, 1986 and 52 FR 45734, Dec. 1, 1987] 

(Approved by 0MB under control #1840-0537) 

Sea 668.33 Statement of Registration Status. 

(a) (1) Except as provided in paragrapf,(b)or(c)oftfiis 
section, until a student who is applying for Title IV HEA 
program assistance, or under the PLUS Program, who will 
benefitfrom the loan, files a Statementof Registration Status 
with the institution, an Institution may not, for any period of 
Instruction — 

(1) Disburse funds to tiie student under any Titfe IV. 
HEA program; or 

(h) Certify tfie institutional portion of tfie application 
under the Guaranteed Student Loan or PLUS Program. 

(2) In the Statementof Registration Status the student 
shall certify eitfier tfiat he is registered witfi Selective Service 
or that, fo r a specified reason, he or she is not required to be 
registered. 

(b) An institution may waive tfie requirement that a 
student file a Statement of Registration Status if tfie institu- 
tion determines, based on dear and unambiguous evider ce, 
tiiattha student is not required to be registered with Selective 
Service. 

(c) The requirement set forth In paragraph (a) of tills 
section does not apply to students who are— 

(1) Enrolled In an officer procurement program tiie 
cum'culum of which has been approved by tfie Secretary of 
Defense at tfie following Institutions: 

(i) The Citadel, Charleston. South Carolina; 

(ii) North Georgia College, Dahlonega, Georgia; 



(fii) Noiwtch University, Northfield, Vermont; or 
(Iv) Virginia Military Institute. Lexington, Virginia; 

(2) Commissioned officers of the PubKc Health Serv- 
ice and members of the Reserve of the Public Health Service 
who are on active duty as provided in section 6(a)(2) of the 
Military Selective Service Act; or 

(3) Unable to present themselves for registration for 
reasons beyond their control, such as being hospi^ized. 
tncafc»ratGd» or institutionalized. 

(d) Except as provided in paragraph (e) of this section, 
a student required under paragraph (a) of this section to fife 
aStatement of Registration Status shall do so once for each 
award year. If the students status under registration law 
changes during the award year after he has completed tiie 
Statement of Registration Status, the student is not required 
to fito a new statement for tiiat award year. 

(e) An institution may waive the requirement that a 
student file a Statement of Registration Status once for each 
award year, if— 

(1) The institution already has on file a Statement of 
Registration Status for tiiat student; and 

(2) The students status under registration lawhas not 
changed since the institution received the most recentiy filed 
Statement of Registration Status. 

(f) An institution which waives tiie requirement tiiat a 
student f3e the Stiitement of Registration Status is liable for 
any tlUe IV ad provided to a student who was required to 
register, but who was not registered, if— 

(1) The institution made its determination tiiat the 
student was not required to register on tiie basis of ambigu- 
ous information regarding his status under registration law; 
or 

(2) (i) The institution had conflicting information about 
whettier tiie student was required to register, and 

(ii) Its determination tiiat tiie student was not required 
to register was not reasonable in tiie light of all available in- 
formation. 

(g) An institution which accepts a Statement of Reg- 
istration Status from a student is liable for any tide tV aid pro- 
vided to a student who was required to register, but who was 
not registered, if tiie institution— 

(1) Has information tiiat conflicts witii the students 
Statement; and 

(2) Its acceptance of tiie students representation on 
tiie Statement regarding his status was not reasonable in 
light of all tiie available infomnation. 

(Autiionty: 50 U.S.C. App. 462) 

[50 PR 26953, June 28, 1985. as amended at 51 PR 43161. 
Nov. 28. 1986] 

(Approved by 0MB under control #1840-0537) 



Sec 668.34 Model Statement of Educational Purpose 
and Registration Status. 

The Secretary considers tiio following statement to 
satisfy tiie requirements of Sec. Sec. 668.32 and 668.33(a) 
and tiie notification requirement of Sec. 668.35(a): 

Statement of Educational Purpose 

I certify tfiat I will use any money I receive under a Trtle 
IV, HEA loan, grant, work study, or scholarship program only 
for expenses related to my study at (Name of Institution) 

Statement of Registration Status 

— I certify that I am not required to be registered witfi 
Selective Service because: 

— I am female. 

— I am in the arnied sendees on active dufy. (Note: 
Does not appfy to members for the Reserves and National 
Guard who are not on active dufy.) 

— I have not reached my 18tii birthday. 

— I was bcm before 1960. 

— I am a petmanent resident of tiie Trust Tenitory of 
tiie Pocific Islands. 

— I am adtizen of tiie Marshall Islands, tiie Federated 
States of Micronesia, or tiie Repubfic of Palau. 

— I Cbftify tiiat I am registered witii Selective Service. 
Signature: — 

Date: — 

Sodal Securify Number (or Student identification Number 
onfy if you have no Sociai Secunfy Number): — 

Notice: To receive Titie IV financial aid, you must complete 
tiie Statement of Educational Purpose, and you must be 
registersdwitii Selective Serviceifrequiredto register. Ifyou 
purposely give false infomnation on this fomi. you may be 
subject to fine or imprisonment or both. 

(Auttiorify: 20 U.S.C. 1091 and 50 U.S.C. App. 462) 

(Approved by 0MB undercontrol #1840>0537} 

Sea 668.35 Notification and administrative review. 

(a)(1) General notice. An institution shall provide 
general written notice to any student seeking aid under any 
titie IV. HEA program tiiat in order to receive tiiis aid, a 
student must register witii Selective Service, if required to do 
so under registration law. 

(2) Spedfic notice. Before denying aid to any student 
under any titie IV, HEA program who is rec^lred by law to 
register witii tiie Selective Service, but fails to do so. or who 
fails to file tiie Statement of Registration Status in accor- 
dance witii Sec. 668.33. tiie institution shall infonn that 
student in writing tiiat he or she will be denied titie IV. HEA 
program assistance. 
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(b) (1) A student notif^d under paragraph (a)(2) of this 
section who has not registered although required to do so 
may establish his eligibility for tilie IV. HEA program assis- 
tance for the award year in which he was notified under 
paragraph (a)(2) of this section by registering with Selective 
Service and filing a Statement of Registration Status before 
the end of that award year. 

(2) A student notified under paragraph (a)(2) of this 
section who fails to file a Statementof Registration Status but 
has registered with the Selective Service or is not required to 
register with the Selective Service may establish his or her 
efigibility for title IV. HEA program assistance for the award 
year in which he was notified under paragraph (a)(2) of this 
section by filing a Statenrent of Registration Status within 30 
days of the receipt of the notice orthe end of the same award 
year, whichever is later. 

(c) Administrative review. (1) A student who is re- 
quired to register with the Seteclive Service and has been 
denied tide IV. HEA program assistance because he has not 
proven to the institution that he has complied with that 
requirement may seek a hearing from the Secretary by filing 
a request in writing with the Secretary. The student must 
submit with that request— 

(1) A statement that he is in compliance with registra- 
tion requirements; 

(ii) A concise statement of th9 reasons why he has not 
been able to prove that he is in compliance with those 
requirements; and 

(iii) Copies of ail material that he has already supplied 
to the instinition to verify his compliance. 

(2) The Secretary provides an opportunity for a hear- 
ing to a student who— 

(i) Asserts that he is in compliance with registration 
requirements; and 

(ii) RIes a written request for a hearing in accordance 
with paragraph (c)( 1) of this section within the award year for 
which ho was denied title IV. HEA program assistance or 
within 30 days follovring the end of the payment period 
whichever is later. 

(3) An official designated by the Secretary shall con- 
duct any hearing held under paragraph (c)(2) of this section. 
The sole purpose of this hearing is the determination of 
compliance with registration requirements. At this hearing, 
the student retains the burden of proving compliance, by 
credible evidence, with the requirements of the Military 
Selective Service Act The designated offidal shall not 
consider challenges based on constitutional or othe rgrounds 
to the requirements that a student state and ve rify. if required, 
compliance with registration requirements, or to those regis- 
tration requirements themsolv'?^ 

(d) Any determination of compliance made under this 
section is final unless reopened by the Secretary and revised 
on the basis of additional evidence. 

(e) Any determination of compliance made under this 



section is binding only for purposes of detemiining eligibility 
for title IV. HEA program assistance. 

(Authority: 50 U.S.C. App. 462) 

(Approved by 0MB under control #1840^537) 

Sec 668.36 Record retention requirements. 

An institution shall indude in each students record in 
accordance with the record retention provisions in each of 
the title IV. HEA program regulations— 

(a) The signed Statement of Educational Purpose; 

(b) The signed Statement of Registration Status, if 
required; and 

(c) Any docunrents used to verify the students regis- 
tration status. 

(Authority: 20 U.S.C. 1091 and 50 U.S.C. App. 462) 

Subpart D-Studerrt Consumer Information 
Services 

Source:51 FR 43323. Dec. 1, 1986. unless otheiwise noted. 
Sea 668.41 Scope and special deflnliloti. 

(a) Each institution partidpating in any TOe IV. HEA 
program shall disseminate to an enrolled students, and to 
prospective students upon request, through appropriate 
publications and mailing, infonmation concerning— 

(1) The institution (see Sec. 668.44); and 

(2) Any student financial assistance available to stu- 
dents enrolled in the institution (see Sec. 668.43). 

(b) The following definition appfies to tfiis subpart 
Prospective student: An individual who has contacted an 
institution partidpating in any Titfe IV. HEA program for tfie 
purpose of requesting information concerning admission to 
the institution. 

(Auttiority: 20 U.S.C. 1092) 

Sec. 668.42 Preparation and dissemination of materials. 

Foreach award year in which it partidpates in any TitJe 
IV. HEA program, an institution shall— 

(a) If necessary, orepare and publish materials cover- 
ing tile topics setfortii m Sea 668.43 and Sec. 668.44; and 

(b) Make tfiose in?iterials available tfirough appropri- 
ate publications and mailings to— 

(1) All cunently enrolled students; and 

(2) Any prospective student^ upon request of tfiat stu- 
dent 

(Autiiority: 20 U.S.C. 1092) 
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Sac. 668.43 Rnandal assistance information. 

(a) (1) information on financial assistance tfiat the in- 
' stitution must publish and make readily available to cun^nt 

aixi prospective students under this subpart includes, but is 
not limited to. a description of all the Federal, State, local, 
private and institutional student financial assistance pro- 
grams available to students who enroll at that institution. 

(2) These programs include both needtesed and 
non-need-based programs. 

(3) The institution may describe its own financial as- 
sistance programs by listing them in general categories. 

(b) For each program referred to in paragraph (a) of 
this section, the information provided by the institution must 
describe— 

(1) The procedures and fomis by which students 
apply for assistance; 

(2) The student eligibility requirements; 

(3) The criteria for selecting recipients from the group 
of eligible applicants; and 

(4) The criteria for determining the amount of a stu- 
dents award. 

(c) The institution shall describe the rights and respon- 
sibilities of students receiving finandal assistance and. spe- 
dfically, assistance under the title IV, HEA programs. This 
description must include specific information regarding — 

(1) Criteria for continued student eligibility under each 
program; 

(2) (i) Standards which the student must maintain in 
order to be considered to be making satisfactory progress in 
his or her course of study for the purpose of receiving 
financial assistance; and 

(ii) Criteria by which the student who has failed to 
maintain satisfactory progress may re-establish his or her 
efQibility for finandal assistance; 

(3) The method by which finandal assistance dis- 
bursements will be made to the students and the frequency 
of those disbursements; 

(4) The temis of any loan received by a student as part 
of the student's financial assistance package, a sample loan 
repayment schedule for sample loans and the necessity for 
repaying loans; and 

(5) The general conditions and terms applicable to 
any employment provided to a student as part of the student's 
financial assistance package. 

(Authority: 20 U.S.C. 1092) 

(Approved by the Office of Management and Budget under 
control number 1840-0537) 

Sec. 668.44 institutional information. 



(a) Institutional infomiation that the institution must 
publish and make readily available to current and prospec- 
tive students under this subpart includes, but is not limited 
to— 

(1) The cost of attending the institution, including— 

(1) Tuition and fees charged to full-time and part-time 
students; 

(ii) Estimates of necessary books and supplies; 
(Hi) Estimates of typical charges for room and board; 

(iv) Transportatkm costs for commuting students or 
for students living on or off-campus; aid 

(v) Any addtional cost of a program in which the 
student is enrolled or expresses a spedfic interest; 

(2) Astatement of the refund policy of the institution for 
the return of unearned tuition and fees or other refundable 
portion of costs paid to the institu^'on; 

(3) A statement of the institution's pdides regarding 
the distnl)Ution of any refund due to the Title IV. HEA pro- 
grams as required by Sec. 668.21 ; 

(4) The academic program of the institution, includ- 
ing— 

(i) The current degree programs and other educa- 
tional and training programs; 

(ii) The instructional, laboratory, and other physical fa- 
dlities which relate to the academb program; and 

(iii) The institution's faculty and other instructional 
personnel; 

(5) The names of assodations, agendes or govern- 
mental bodies which accredit, approve or license the institu- 
tion and its programs and the procedures by which docu- 
ments describing that activity may be reviewed under para- 
graph (b) of this section; 

(6) A description of any special facilities and service.*^ 
available to handicapped students; and 

(7) The titles of persons designated under Sec. 668.45 
and infomiation regarding how and where those persons 
may be contacted. 

(b) The institution shall make available for review to 
any enrolled or prospective student, upon request, a copy of 
the documents describing the institution's accreditation, 
approval or licensing. 

(c) (1)Prior to a prospective student's enrollment or 
execution of an enrollment contract, whichever occurs ear- 
lier, in an undergraduate non-baccalaureate degree program 
designed to prepare students for a particular vocational, 
trade, or career field, the institution shall disdose to the 
prospective student— 

(i) All licensure or certification requirements estab- 
lished by the State in which the institution is located for the 



BO 

3*20 



particular vocational, trade, or career field; 

(ii) The pass rate of students in the program for the 
most recent calendar year that ended not less than six 
months prior to the date of disclosure, on any licensure or 
certification examinafon required by the State for employ- 
ment in the particular vocational, trade, or career field; 

(iii) The job placement rate for students who were 
onginally scheduled, at the time of enrollment, to complete 
the program in the most recent calendar year that ended not 
less than 18 months prior to the date of dsdosure. In 
calojlating this rate, the institution shall consider as not 
having obtained employment for any student for whom the in- 
stitution does not possess evidence, documented in the 
students file, showing that the student has obtained employ- 
ment in the occupation for which the program is offered. 

(iv) The completion rate for students in the program for 
the most recent calendar year that ended not less than 18 
months prior to the date of disclosure. This rate is calculated 
by determining the percentage of students enrolled in the 
program who were originally scheduled, at the time of enroll- 
ment, fo complete the program in that calendar year that 
successfully completed the program, or obtained full-time 
employment in the occupation for which the training was 
offered, within 150%of the amountof time normally required 
to complete the program; and 

(V) Any other information necessary to substantiate 
the truth of any daim made by the institution ar to fob 
placement 

(2) For purposes of this paragraph (c). a student is 
originally sdiedufed. at the time of enrollment, to complete 
m program- on the date vifhen the student will have been 
enrolled m the program for the amount of time normally 
required to compfete the program. The -amount of time 
normally required to complete the program- is the period of 
time speafiedin the institution's enrollmentcontract catafog 
or other materials, for completion of the program by a full-time 
student, or the period of time between the date of enrollment 
and the antidpated graduation date appearing; on the stu- 
dents loan applicalfon (if any), whichever is tess. However, 
the "^ount of time nomially required to complete the pro^ 
gram" must be calculated on a pro rata basis for students 
enrolled on a fess than full-time basis. 

(d) With respect to a program other than an under- 
graduate non-baccalaureate program designed to prepare 
students for a particular vocational, trade, or career field 
pnor to a prospective students enrollment or execution of an 
enrolment contract, whichever is eariier. in a program for 
which the institution pubtidy makes a claim as to the job 
placement experience of its students as a means of attracting 
students to enroll in the program, the institutioi i shall disclose 
to the prospective student— 

Th® infomnation described in paragraphs (c)(1) 
(1) through (ili) of this section, in the case of a baccalaureate 
or graduate program designed to prepare students for a 
particular vocational, trade, or career field; or 

(ii) Other valid employment statistics for students who 
Jiaye enrolled in the program, for any other program; 

(2) The information described in paragraph (c)(1Uiv) 
of this section; and h y °h v a ia'v; 



(3) Any other information necessa^ to substantiate 
the truth of the claim as to job placement 

(e) If an institution makes a claim to a prospective 
student regarding the starting salaries of its graduates, or the 
starting salaries or local availability of jobs in a field, it must 
disdose to the prospective student detailed statistfos and 
other infomiation necessary to substantiate the tnjthfulness 
of that daim. 

(f) (1) The institution shall make the disdosure re- 
quired under paragraphs (c)(1) (ii) through (iv) of this section 
using the applicable disdosure fomi set forth in Appendix A 
to this part, except that an institution may use an appropriate 
foreign language versfon of that forni for a student whose 
primary language is not English. 

(2) The institution shall indicate in tfie space provicted 
for that purpose on the fomi the number of graduates of the 
program indudedin the calculation of the job placementrate 
disdosed on the form who state in writing that they have 
chosen not to attempt to obtain empfoyment in the occupa- 
tion for which the program is offered, and the number of 
students scheduled to graduate in that year, if ary. who fail 
to indicate within 60 days, in response to a questionnaire 
seeking that information sent by the institution to the last 
known address of the student, whether they have obtained 
employment in that occupation. 

(3) The completed disdosure fomi must be signed by 
the student and a copy thereof maintained by the institution 
in the students fife. 

(Authority: 20 U.S.C. 1082. 1092) 

(Approved by the Office of Management and Budget under 
control number 1840-0537) 

Sea 668.45 Availability of employees for Information 
dissemination purposes. 

(a) Availability. (1) Except as provided in paragraph 
(b) of this section each institution shall designate an em- 

ployeeorgroupofemployeeswho shall beavailabte on afull- 
time basis to assist enrolled or prospective students in 
obtaining the in fonnation specified in Sec. 668.43 and668.44. 

(2) If the institution designates one person, that per- 
son shall be available, upon reasonabte notice, to any 
erirolted or prospective student throughout the nomial ad- 
ministrative working hours of that institution. 

(3) If more than one person is designated, their 
combined work schedules must be arranged so that at least 
one of them is availabfe. upon reasonable notice, throughout 
the nonnal administrative working hours of that institution. 

(b) Waiver. (1) The Secretary may waive tiie require- 
ment that the employee or group of employees des^nated 
under paragraph (a) of tiiis sectfon be availabfe on a fiill-time 
basis if the institution's total enrollment or the portion of the 
enrollment partidpating in the Title IV. HEA programs, is too 
small to necessitate an employee or group of employees 
being availabfe on a full-time basis. 

(2) In detennining whether an institution's total enroll- 
ment or the numberof Titie IV. HEA program recipients is too 
small, the Secretary considers whether there will be an 



GI 

3-21 



insufficient demand for infomiatlon dissemination services 
among its enrolled or prospective students to necessitate the 
fun-time availability of an employee or group of employees. 

(3) To receive a waiver, the institution shall apply to 
the Secretary at the time and in the manner prescribed by the 
Secretaiy. 

(c) The granting of a waiver under paragraph (b) of this 
section does not exempt an Institution from designating a 
specific employee or group of employees to cany out on a 
part-time basis the infbrmation dissemination requirements. 

(Authority: 20 U.S.C. 1092) 

Subpart E-Verlflcatlon of Student Aid 
Application Information 

Source: 51 FR894d, Mar. 14, 1986, unless otherwise noted. 
Sec 66841 Ckmeral. 

(a) Scope and purpose. (1) The regulations in this 
subpart govern the verification by institutions of information 
submitted by applicants for student financial assistance in 
connection with the calculation of their expected family 
contributions (EFC) for the Pell Grant, the campus-based, 
and the Guaranteed Stu^t Loan (GSL) programs. 

(2) The regulations also cover the verification by insti- 
tutions of infbmation submitted under the GSL Program by 
applicantswhoseacgusted gross family Income is $30,000 or 
less. 

(b) Applicant responsibility. If the Secretary or the 
institution requests documents or infonnation from an appli- 
cant under this subpart, the applicant must provide the 
specified documents or infonnation. 

(c) Institutional Quality Control Pilot Project (1) For 
the 196 3^7 through 1990-1991 award years, the Secretary 
exempts Institutions selected to partidpate in the institutional 
Quality Control Pitot Project from the requirements contained 
in the following sections: 

(1) Section 668.53(a)(1) through (4). 
(fi) Section 668.54(a)(1), (2). and (4). 
(Hi) Section 668.56. 

(iv) Section 668.57, except tiiat an institution shall 
require an applicant tiiat it has selected for verification to 
submit to it a copy of the income tax retum. if filed, of tiie 
applicant, hie or her spouse, and his or her parents, if tiie 
income reported on the income tax retum was used in 
determining the expected family contribution. 

(V) Section 668.60(a) 

(2) For the purpose of this section, the Institutional 
Quality Control Pilot Project is an experiment under which a 
participating institution develops and implements a quality 
control system in connection with its ad'ininistration of tiie 
Title IV, HEA program s. Under such a quality control system, 
tiie Institution must evaluate its cun-ent procedures for 
administering tiie Title IV, HEA programs ("management 



assessment component, identify ttie enxjrs tfiat result from 
Its cunent procedures (error measurement process compo- 
nent) anddesignconections to its procedures that will enable 
it to eliminate or significantiy reduce those enx)rs ("conective 
actions process component*). 

(d) Foreign schools. The Secretary exempts from tfie 
provisions of this subpart institutions participating in tiie GSL 
Program tiiat are not located in a State. 

(Auttiorily: 20 US.C. 1085, 1088, 1091, 1092, 1094, and 
1141, unless otiierwise noted.) 

(51 FR 8948, Mar. 14, 1986, as amended at 51 FR 43333, 
Dec. 1, 1986J 

Sec 668.52 Definitions 

The following definitions apply to ttiis subpart:. 

"Approved need analysis system" means a need 
analysis system which the Secretary has approved for an 
award year for determining an EFC under the campus-based 
programs. 

"Base year" means the calendar year preceding the 
first calendar year of an award year. 

"Edits* means a set of preestabllshed factors for iden- 
tifying— 

(a) Student aid applications that may contain incor- 
rect, missing, illogical, or inconsistent infonnation; and 

(b) Randomly selected student aid applications. 

"Expected family contribution (EFC)' means the 
amount an applicant and his or her spouse and family are 
expected to contribute toward the applicant's costs of atten- 
dance. 

"GSL Needs TestTebles" means the tables In Appen- 
dix B to 34 CFR Part 682 used to calculate a GSL applicant's 
EFC. 

"Student aid application' which a person submits to 
have his or her EFC determined under tfie Pell Grant, 
campus-based, or GSL programs. 

(Auttiority: 20 U.S.C. 1094) 

Sea 668.53 Policies and procedures. 

(a) An institution shall establish and use written poli- 
cies and procedures for verifying infonnation contained In an 
application to have an EFC calculated in accordance witii tiie 
provisions of tills subpart These policies and procedures 
must include— 

(1) The time period within which an applicant shall 
provide the documentation; 

(2) The consequences of an applicant's failure to 
provide required documentation within the specified time 
period; 
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(3) The method by which the institution notifies an ap- 
plicant of the results of verification; 

(4) The procedures the institution requires an appli- 
cant to follow to conrect application Infomiation; and 

(5) The procedures for making referrals under Sec 
668.14(g). ^' 

(b) The institution's procedures must provide that it 
fumish, In a timely manner, to each applicant selected for 
verrfication— 

(1) A dear explanation of the documentation needed 
to satisfy the verification requirements; and 

(2) The applicant's responsibilities with respect to the 
verification of application information including the deadlines 
for completing any actions required under this subpart and 
the consequences of failing to complete any required action. 

(Authority: 20 U.S.C. 1094) 

(Approved by the Office of Management and Budget under 
control number 1840-0570) 

Sac 668.54 Selection of applicants for verlflcailon. 

(a) General requirements. Except as provided in 
paragraph (b) of this section, an institution shall require an 
applicant to verify application infomiation as specified in this 
paragraph. (1) if the edits specified by the Secretary select 
an applicant for verification, the institution shall require the 
applet to verify all of the applicable items specified in Sec. 
668.56. Ihe Secretary may enter into agreements with 
agencies or organizations with approved need analysis 
systems under which the Secretary provides the edits to the 
agencies or organizations and the agencies and organiza- 
tions indicate to institutions the applications that the edits 
select for verification. 

(2) The institution shall require every applicant to 
venfy the applicable items specified in Sec. 668.56 if-~ 

(i) The applicant is selected by the institution to 
receive an award under the campus-based programs or 
requests the institution to certify his or her application for a 
GSL loan; and 

(il) The Institution does not receive 

(A) A Student Aid Report (SAR) for the applicant; or 

(B) The output document generated by the applicant 
submitting an application to an agency or organization with 
an approved need analysis system that has an agreement 
with the Secretary described under paragraph (a)(1) of this 
seCuon. 

(3) If an instituuon believes thatany infomiation on an 
application used to calculate an EFC Is inaccurate, It shall 
require that the applicant verify the infomiation that it be- 
lieves IS inaccurate. 

(4) If an applicant is selected to verify the infomiation 
on his or her application under paragraph (a)(1) of this 



section for an award year, the Institution shall require the 
applicant to verify the infomiation on each additional applica- 
tion ho or she submits for that award year, except for 
Infomiation already verified under a previous application 
submitted for an award year. 

(b) Exclusions from verification. (1) An Institution 
need not verify an application submitted for an awaiti year if 
the applicant dies during the award year. 

(2) Unless the Institution has documentation that 
conflicts with infomiation reported by an applicantor believes 
that the information reported by the applicant is incorrect. It 
does not have to verify applications of the foUowing appli- 
cants: " 

(i) An applicant who is a legal resident of and, in the 
case of a dependent student, whose parents are also legal 
residents of the Trust Temtory of the Pacific Islands (which 
includes the Marshall Islands and the Caroline Islands), 
Guam, American Samoa, or the Northern Mariana Islands. 

(ii) An applicant who Is incarcerated at the time at 
which verification would occur. 

(iii) An applicant who is a dependent student whose 
parents are residing in a country other than the United States 
and cannot be contacted by nomial means of communica- 
tion. 

(iv) An applicant who Is an Immigrant and who amved 
in the United States during either calendar year of the award 
year. 

(v) An applicant who is a dependent student whose 
parents are deceased or are physically or mentally incapaci- 
tated, or whose parents' address is unknown. 

(vi) An applicant who does not receive assistance for 
reasons other than his or her failure to verify the infomiation 
on the application. 

(vil) An applicant who transfers to the institution, had 
previousfy completed the verification process at the institu- 
tion from which he or she transferred, and applies for assis- 
tance on the same application used at the previous institu- 
tion. If the current Institution obtains— 

(A) A letter from the previous institution stating that it 
has verified the applicants infomiation and. If relevant, the 
provision used in Sec. 668.59 for not recalculating the 
applicanrs EFC; and 

(B) A copy of the verified application and, if the 
applicant applied for a Pell Grant, all pages of the applicant's 
wAR. 

(3) An applicant need not document spouse Informa- 
tion or provide a spouse's signature if— 

(i) The spouse Is deceased; 

(Ii) The spouse is mentally or physlcaify incapacitated; 

(iii) The spouse Is residing in a country other than the 
United States and cannot be contacted by nomial means of 
comirrjnication; or 
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(iv) The spouse cannot be located because his or her 
address is unknown. 

(Authority:20aS.C. 1094) 

(Approved by the Office of Management and Budget under 
control number 184(M)570) 

Sac. 66835 Updating Information 

(a) (1) Unless the provisions of paragraphs (a)(2) or 
(a)(3) of this section apply, an applicant is required to 
update— 

(1) The number of family members In the applicant's 
household and the num ber of those household members at- 
tending postsecondary educational Institutions, in accor- 
dance with provisions of paragraph (b) of this section; and 

(ii) His or her dependency status in accordance with 
the provisions of paragraph (d) of this section. 

(2) An Institution need not require an applicantto verify 
the information contained in his or her application for assis- 
tance in an award year if— 

(i) The applicant previously submitted an application 
for assistance for that award year; 

(ii) The applicant updated and verified the infomiation 
contained in that application; and 

(iii) No change in the information to be updated has 
tal<en place since the last update. 

{3) If the number of family members in the applicant's 
household, the numberof those household members attend- 
ing postsecondary educational institutions, or the applicant's 
dependency status changes as a result of a change in the ap- 
plicants marital status, the applicant shall not update those 
factors or that status, 

(b) If the number of family members in the applicant's 
household or the number of those household members 
attending postsecondary educational institutions changes 
for a reason other than a change in the applicant's marital 
status— 

(1 ) An applicant who is selected for verification sha'l 
update the information contained in his or her application re- 
garding those factors so that the infbnnation is con^ct as of 
the day the applicant venT^s the infbnnation; and 

(2) An applicant fora Pell Grantwho is not selected for 
verification shall update the infonnation contained in his or 
her application regarding those factors and shall certify that 
the Infonnation is correct as of the day that the applicant 
submits his or her first SAR to the institution or to the 
Secretary. 

(c) If an applicant has received Pell Grant, campus- 
based, or GSL program assistance for an award year, the 
applicant subsequently submits another application for as- 
sistance under any of those programs for that award year, 
and the appiicant is required to update household size and 
number attending post-secondary educational institutions 
on the subsequent application, the institution— 



(1 ) Is required to take that newly updated Infonnation 
Into account when awarding for that award year further Pell 
Grant or campus-based program assistance or certifying a 
GSL loan application; and . 

(2) Is not required to adjust the Pell Grant or campus- 
based program assistance previously awarded to the appli- 
cant for that award year, or any previousfy certified QSL ban 
application for that award year, to reflect the newly updated 
infomiation unless the applicant would otherwise receive an 
overaward. 

(d)(1) Except as orovided In paragraphs (a)(d) and 
(d)(2) of this section, ii an applicants dependen<y status 
d^es after the appiicant applies to have his or her EFC 
calculated for an award year, the applicant must file a new 
application for that award year reflecting the applicants new 
dependency status regardless of whether the applicant Is 
selected (or verification. 

(2) If the institution has previously certified a GSL loan 
applicatton for an applicant, the applicant shall not update his 
or her dependency status on the GSL loan apf^lcation. 

(Authority: 20 U.S.C. 1094) 

(Approved by the Office of Management and Budget under 
control number 1840^570) 

Sec 666.56 items to be verified. 

(a) Except as provided In paragraphs (b). (c), (d). (e). 
(f). and (g) of this section, an Institution shall require an 
applicant selected fbrverification under Sea 668.54(a)(1) or 
(2) to submit dv-^ptable documentation described in Sec. 
668.57 that will verify or update the following information 
used to detennine the applicants EFC: 

(1) Adjusted gross income (AGl) for the base year. 

(2) U.S. income tax paid for the base year. 

(3) (i) For an applicant who is a dependent student, the 
aggregate numberof family members in the household of the 
applicants parents if— 

(A) The applicants parents are single, divorced, 
separated or widowed and the aggregate number of family 
members Is greater than two; or 

(B) The applicants parents are manied and the ag- 
gregate number of family members is greater than three. 

(ii) For an applicant who is an independent student, 
the number of family members in the household of the 
applicant if— 

(A) The applicant is single, divorced, separated, or 
widowed and the number of family members is greater than 
one; or 

(B) The applicant is mamed and the number of family 
members is greater than two. 

(4) The number of fomily members in the household 
who are enrolled as at least half-time students in postsecon- 
dary educational institutions if that number is greater than 
one. 
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(5) The factors relating to an applicanrs independent 
student status. 



(6) Untaxed inconie and benefits for tfie base year in- 
cluding— 

(i) U.S. income tax deduction for a married couple if 
both work; 

(ii) Social security benefits if— 

(A) Verification is required by a comment on the 
applicanrs SAR; or 

(B) The applicant does not receK'e an SAR and the in- 
stitution has information showing, or has reason to believe, 
that those benefits were received; 

(iii) Child support if the institution has infonnation 
showing, or has reason to believe, that child support was 
received; 

(iv) U.S. income tax deduction for a payment made to 
an individual retirement account (IRA) or Keogh account; and 

(v) The following other untaxed income and benefits: 

(A) Untaxed portions of unemployment compensa- 
tion. 



(B) Untaxed dividends. 

(C) Untaxed capital gains. 

(D) Foreign income exclusion if the institution has in- 
formation showing, or has reason to believe, that the foreign 
income was excluded. 

(E) Earned income credit 

(b) For a G8L applicant selected for verification under 
Sec. 668.54(a)(1) or (2) of this section- 

(1) If the GSL applicanrs adjusted gross family in- 
come IS $30,000 or less, the institution shall require the 
applicant to submit acceptable documentation described In 
Sec. 668.57 that verifies— 

(1) The adjusted gross family income; and 

(ii) The factors relating to an applicanrs independent 
student status; 

(2) If the GSL applicanrs adjusted gross family in- 
come exceeds $30,000 and the institution uses the GSL 
Needs Test Tables, the institution shall require the applicant 

tosubmltacceptabledocumentationdescribedlnSec 668 57 
that verifies— 

(i) The adjusted gross family income; 

(ii) (A) For an applicant who is a dependent sludent, 
the aggregate numberof family members in the household o* 
the applicanrs parents if— 

(1) The applicanrs parents are single, divorced, sepa- 
rated or widowed and the aggregate number of family 



members Is greater than two; or 

(2) The applicant's parents are mam' ed and the aggre- 
gate number of family members is greater than three; or 

(B) For an applicant who is an independent student, 
the number of family members in the household of the 
applicant if— 

(1) The applicant Is single, dh«)roed, separated or 
widowed and the number of family members is greater than 
one; or 

(2) The applicant is married and the number of family 
members is greater than two; 

(iii) The number of family members in the household 
who are enrolled as at least half-time students in postseo- 
ondary educational institutions if that number is greater than 
one; and 

(iv) The factors relating to an applicant's Independent 
student status; or 

(3) If the GSL applicant's adjusted gross family in- 
come exceeds $30,000 and the Institution does not use the 
GSL Needs Test Tables, the institution shall require the ap- 
plicant to submit acceptable documentation described in 
Sec. 668.57 that verifies the applicable items set forth In 
paragraph (a) of this section. 

(c) For the Pell Grant Program, if an applicant is a de- 
pendent student and the applicanrs income for the base year 
IS used to calculate the applicanrs EFC (student aid index), 
an institution need not require the applicant to verify his or her 
base year ac^usted gross income, U.S. income tax paid, and 
untaxed income and benefits. 

(d) If an applicant selected for verification submits an 
SAR to the institution or the institution receives an output 
document as described in Sec. 668.54(a)(2)(ii)(B) within 90 
days of the date the applicant signed his or her application, 
or if an applicant is selected for verification under Sea 
668.54(a)(2), the institution need not require the applicant to 
verify— 

(1) The numberof family members in the household: 

or 

(2) The number of family members In the household 
v;ho are enrolled as at least half-time students in postsecon- 
tkry educational institutions. 

(e) If the number of family memberc in the household, 
the number of family members in the household who are 
enrolled as at least half-time students in postsecondary 
educational institutions, independent student status, or the 
amount of child support reported by an applicant selected for 
verification i<^ the same as that verified by the institution in the 
previous award year, the institution need not require the 
applicant to verify that infonnation. 

(0 If the family members who are enrolled as at least 
half-time students in postseconda^ educational institutions 
are enrolled at the same institution as the applicant, and the 
institution verifies their enrollment from its own records, the 
institution need not require the applicant to verify this infor- 
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mation. 

(g) If the applicant, and the applicant's spouse, or the 
applicant's parents receive untaxed income or t)enefits from 
a Federal, State, or local government agency which deter- 
mines their eligibility for that income or benefits by means of 
a "financial nc^s test* , the institution need not require the 
applicant to verify untaxed income and benefits. 

(Authority: 20 U.S.C. 1095) 

(Approved by the Office of Management and Budget under 
control number 1840-0570) 

[51 FR 8948. Mar. 14. 1986. as amended at 51 FR 29398. 
Aug. 15. 1986] 

Sac 868.57 Acceptable documentafion. 

(a) AGl and U.S. income tax paid. (1) Except as 
provided in paragraphs (a)(2). (a)(3). and (a)(4) of this 
section, an institution shall require an applicant selected for 
verification to verify adjusted gross income and U.S. income 
tax paid by submitting to it. if relevant— 

(i) A copy of the Income tax return of the applicant, his 
or her spouse, and his or her parents. The copy of the return 
must be signed by the filer of the return or by one of the filers 
of a joint return; 

(ii) For a dependent student, a copy of each Internal 
Revenue Service (IRS) Form W-2 received by the parent 
whose income is being taken into account or a copy of the 
parent's IRS Schedule W filed with the parent's tax return if— 

(A) The parents filed a joint return; and 

The parents are divorced or separated or one of 
the oat^^ints has died: and 



(iv) Has requested the IRS to provide him or her with 
a copy of the tax return or a listing of tax account infomiation 
and thelRScannot locate the retumorprovidealistingoftax 
account information. 

(4) An Institution shall accept— 

(i) For an individual described in paragraph (a)(3)(i) of 
this section, a copy of the signed income tax return filed by 
that Individual for the base year with the central government 
or with the Commonwealth of Puerto Rico; 

(ii) For an individual described in paragraph (a)(3)(ii) 
of this section, astatementsigned by thatlndlvidual certifying 
thatheorshe has notfi led norwilifileaU.S. income tax retum 
for the base year and providing for that year that individ- 
ual's — 

(A) Sources of Income earned from viotk as stated on 
the application; and 

(B) Amounts of income from each source; 

(ill) For an individual described in paragraph (a)(3)(iii) 
of this section— 

(A) A copy of the IRS Fomi 4868, "Application for 
Automatic Extension of Time to RIe U.S. Individual Income 
Tax Return.' that the Individual filed with the I.R.S. for the 
base year, or a copy of IRS's approval of an extension 
beyond the automatic four-month extension if the individual 
requested the additional extension of the filing time; and 

(B) A copy of each IRS Form W'2 that the individual 
received for the base year, or for a self-employed individual, 
a statenYent signed by the Individual certifying the amount of 
adjusted gross income for the base year; and 



(A) Filed a joint retum; and 

(B) Is a widow or widower, or is divorced or separated. 

(2) If an individual who Is required in paragraph (a)(1) 
of this section to provide a copy of his or her tax retum does 
not have a copy of that return, the institution may require that 
Individual to submit, in lieu of a copy of the tax retum, a copy 
of the "IRS Listing of Tax Account Infonnation.' 

(3) An Institution shall accept, in lieu of a U.S. income 
tax retum or an IRS listing of tax account Infonnation of a 
relevant individual, the documentation set forth In paragraph 
(a)(4) of this section if the relevant Individual for the base 
year— 

(i) Has not filed a U.S. Income tax retum but has filed 
an income tax retum with a central government outside the 
United States or with the Commonwealth of Puerto Rico; 

(ii) Has not filed and will not file a U.S. tax retum; 
(III) Has been granted a filing extension by the IRS; or 



(iv) For an Individual described in paragraph (a)(3)(iv) 
of this soction— 

(A) A copy of each IRS Fomi W-2 that the individual 
received for tiie base year; or 

(B) For a self-employed individual, a statement signed 
by the individual certi^ing the amount of adjusted gross 
income for the base year. 

(5) An institution shall require an Individual described 
in paragraph (a)(3)(lii) of this section to provide to it a copy of 
his or her completed U.S. Income tax return when filed. 
When an institution receives the copy of the return, it may 
reverify the adjusted gross Income and taxes paid of the 
applicant and his or her family. 

(6) If an individual who Is required to submit an IRS 
Fomi W-2 or a copy of IRS Schedule W under this paragraph 
Is unable to obtain one In a timely manner, the Institution may 
pennit that Individual to set forth. In a statement signed by the 
Indivickjal, }hB amount of Income earned from work as stated 
on the application, the source of that lnconf)e. and the reason 
that the IRS Fonn W-2 or Schedule W is not available in a 
tinoely manner. 

(b) Number of family members In household. An 
Institution shall require an applicant selected for verification 
to verify tfie number of family members In the household by 
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(lii) For an independent student, a copy of each IRS 
Form W-2 he or she received or a copy of the student's IRS 
Schedule Wfiled with the student's tax retumifthelndepend- 
ent student— 



submitting to it a staiemont signed by the applicant and the 
appllcanrs parents if the applicant is a dependent student, or 
the applicant and the applicants spouse if fte applicant is an 
independent student, listing the name and age of each 
household member In the family and the relationship of that 
household member to the applicant 

(c) Number of family household members enrolled in 
postsecondary Institutions. (1) Unless the Institution be- 
lieves that the Information Included on the application regard- 
ing the number of household members In the appllcanrs 
family enrolled In postsecondary Institutions Is Inaccurate, 
the institution shall require an applicant selected for verifica- 
tion to verify that Infonnation by submitting to it a statement 
signed by the applicant and the applicant's parents if the 
applicant Is a dependent student, or by the applicant and the 
applicants spouse if the applicantis an independent student, 
which lists— 

(1) The name of each family member who is or will be 
attending a postsecondary educational institution as at least 
a half-time student in the award year; 

(II) The age of each student; and 

(iii) The name of each Institution. 

(2) If the institution believes that the infonnation in- 
cluded on the application regarding the number of family 
household members enrolled in postsecondary institutions is 
inaccurate, the institution shall require— 

(i) The :;tatement required In paragraph (c)(1) of this 
section from the individuals described in paragraph (c)(1) of 
this section; and 

(il) A statem ent from each Institution named by th e ap- 
plicant in response to the requirement of paragraph (c)( 1 )(iii) 
of this section that the household member in question is or 
will be attending the institution on at least a half-time basis, 
unless the institution th3 student is attending detemiines that 
such a statement would not be available because the house- 
hold member In question has not yet registered at the 
institution he or she is planning to attend. 

(d) Independent student status. (1) Unmanied appli- 
cant Except as provided In paragraphs (d)(4) and (d)(5) of 
this section, an institution shall require an unmarried appli- 
cant selected for verification to submit to it— 

(i) A copy of the base year. Federal income tax return 
of the applicants parent(s) signed by the filer, or by one of the 
filers if a joint return, or if th e parentis) did not fi le and will not 
file a tax return for that year, a statement to that effect signed 
bytheparant(s); and 

(ii) A statement sigoc *)y the applicant and the 
applicants parent(s) certifying that— 

(A) The parent(s) will not claim the applicant as an ex- 
emption on their U.S. income tax return for the first calendar 
year of the award year; 

(B) The parent(s) will not aid did not provide the 
applicant with financial assistance of more than $750 in the 
first calendar year of an award year or the base year; and 



(C) The applicant did not and will not live with the 
parent(s) for more than forty-two days in either of those 
years. 

(2) Mamed applicant Except as provided in para- 
graphs (d)(4) and (d)(5) of this section, an Institution shall 
require a married applicant selected for verification to submit 
to it a written statement signed fay the applicant and the 
applicants parent(s) certifying that— 

(i) The parent(s) will not claim the applicant as an ex- 
emption on their U.S. income tax return for the first calendar 
year of the award year; 

(ii) The pan3nt(s) dd not and will not provide the appli- 
cant with financial assistance of more than $750 in the first 
calendar year of an award year; and 

(iii) The applicant did not and will not live with the 
parent(s) for more than forty-two days in that year. 

(3) Conflicting documentation, (i) Except as provided 
in paragraph (d)(3)(ii) of this section, if the Secretary or an In- 
stitution has conflicting documentation regarding any of the 
three factors used to detennine independent student status, 
the Institution shall require an applicant selected for verifica- 
tion to submit to it— 

(A) The documentation specified in paragraph (d)(1) 
of this section if the applicant is unmanied; or 

(B) The documentation specified in paragraph (d)(2) 
of this section if the applicant is mamed. 

(ii) The institution may consider the applicants inde- 
pendent student status verified even though it or the Secre- 
tary has conflicting documentation if the applicants par- 
ents— 

(A) Are deceased; 

(B) Are physically or mentally incapacitated; or 

(C) Cannot be located because either their address is 
unknown or they are residing in a country outside the United 
States and cannot be contacted by nomial means of commu- 
nication. 

(4) No conflicting documentation— Pell Grant Pro- 
gram. For purposes of the Pell Grant Program, if the 
Secretary or an institution does not have conflicting docu- 
mentation regarding any of the three factors used to deter- 
mine Independent student status— 

(i) The institution shall consider the independent stu- 
dent status of an applicant to be verified witiiout requiring 
documentation or statements from the applicant or his or her 
parents if th e applicant will bo at least 23 years old on May 31 
of the second calendar year of the award year for which aid 
is requested; 

(ii) The institution shall consider the independent 
student status of a mamed applicant who is or will be under 
23 years old on May 31 of the second calendar year of the 
award year for which aid is requested to be verified if the 
institution detennines tiiat- 
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(A) The applicant's parents have signed the appli- 
canrs onginal application; or 

(B) The applicant's parents are unable or unwilling to 
provide the loquired statements; or 

(iii) The institution shall consider the Independent 
student status of an unmarried applicant who is under 23 
years of age on May 31 of the second calendar year of the 
award year for which aid is requested to be verified if the 
institution determines that— 

(A) The applicant had sufficient resources to support 
himself or herself and any dependents for the base year; and 

(B) The applicant's parents are unable or unwilling to 
provide the tax return or statements required in paragraph 
(d)(1) of this section. For the purpose of this provision, the 
Seaetary considers that the parent(s) have provided the 
statements required in paragraph (d)(1) of this section if the 
parent(s) sir;ned the applicant's original application. 

(5) No conflicting documentation -campus-based and 
GSL programs. For purposes of the campus-based and GSL 
programs— 

(i) If the Secretary or an institution does not have con- 
flicting documentation regarding any of the three factors 
used to determine independent student status and the insti- 
tution determines that the applicant's parents are not unable 
to provide the requested infbmiation and documentation, the 
institution may cither— 

(A) Require an applicant to provide to it the documents 
specified In paragraph (d)(1) of this section if the applicant is 
unmarried, or specified in paragraph (d)(2) of this section if 
the applicant is married, regardless of the circumstances 
concerning the age of the applicant or the willingness of the 
applicant's parents to provide the required tax return and 
statement; or 

(B) Follow the requirements contained in paragraph 
(d)(4) of this section; or 

(ii) If the Secretary or an institution does not have con- 
flicting documentation regarding any of the three factors 
used to determine Independent student status and the insti- 
tution determines that the applicant's parents are unable to 
provide the requested information and documentation, the 
institution must follow the requirements contained in para- 
graph (d)(4) of this section. 

(e) Untaxed income and benefits. An institution shall 
"^^quire an applicant selected for verification to verify— 

(1) Untaxed income and benefits described in Sec. 
668.56(a)(6)(l), (iv), and (v) by submitting to it— 

(I) A copy of the U.S. incor:e tax return signed by the 
fileror one of the filers if a joint return, if collected under para- 
graph (a) of .his section, or the IRS listing of tax account in- 
formation if collected by the institution to verify adjusted 
gross income; or 

(ii) If no tax return was filed or will be filed, a statement 
signed by the relevant individuals certifying that no tax return 



was filed or will be filed and providing the sources and 
amount of untaxed income and benefits specified in Sec. 
66d.56(a)(6)(v); 

• (2) Soda! security benefits by submitting to it— 

(i) If the applicant's SAR requires that the applicant 
verify his or her social security benefits, a document from the 
Soda! Security Administration showing the amount of bene* 
fits received in the appropriate calendar year by the appli- 
cant's parents, the applicant, and the parent's children in the 
case of a dependent student, or by the applicant, the appli- 
cant's spouse, and the applicant*s children in the case of an 
Independent student; or 

(ii) It the applicant does not receive an SAR, the 
document in paragraph (e)(2)(i) of this section or, at the 
institution's option, a statement signed by the applicant and 
the applicant's parent in the case of a dependent student or 
by the applicant in the case of an independent student certi- 
fying that the amount listed on the applicant's aid application 
is correct; and 

(3) Child support received by submitting to it— 

(i) A written statement signed by the applicant and the 
applicant's parent in the c. . e of a dependent student, or by 
the applicant and th e applicant's spouse in th e case of an in- 
dependent student, certifying the amount of child support 
received; and 

(ii) If the institution believes that the infbmiation pro- 
vided is inaccurate, a document such as— 

(A) A copy of the separation agreement or divorce 
decree showing the amount of child support to be provided; 

(B) A statement from the parent providing the child 
support showing the amount provided; or 

(C) Copies of the child support checks or money order 
receipts. 

(f) For the purpose of this section, an institution may 
accept in lieu of a copy of a Federal income tax return signed 
by the filer of the return or one of the filers of a joint return, a 
copy of the filer's return that has been signed by the preparer 
of the return or stamped with the name and address of the 
preparer of the return. 

(Authority; 20 U.S.C. 1094) 

(Approved by the Office of Management and Budget under 
control number 1840-0570) 

(51 FR 8948, Mar. 14, 1986, as amended at 51 FR 29398. 
Aug. 15, 1986] 

Section 668.58 Interim disbursements. 

(a)(1) If an institution has documentation that indi- 
cates tiiat the infomiation included on an application is 
inaccurate, until the applicant verifies or con-ects the infomna- 
don included on his or her application, the Secrete^ does not 
and the Institution may not— 

(i) Disburse any Pell Grant or campus-based program 
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funds to the applicant; 

(ii) Employ the applicant in its CWS Program; or 

(ill) Certify the applicant's GSL loan application or 
process a GSL loan check for any previously certified GSL 
loan application. 

(2) If an institution does not have documentation that 
indicates that the information included on an application is 
inaccurate, until the applicant is verified or corrects the infor- 
mation included on his or her application, the Secretary or the 
Institution— 

(i) May withhold payment of Pell Grant and campus- 
based funds; or 

(!i)(A) May make one disbursement of any combina- 
tion of Pell Grant, NDSL. or SEOG funds for tlie applicanrs 
first payment period; and 

(B) May employ an eligible student under the CWS 
Program until sixty (60) days after the date the applicant 
enrolled in that award year; and 

(iii) (A) May withhold certification of the applicant's 
GSL loan application; or 

(B) May certify the GSL loan application; and 

(iv) Shall not disburse a GSL loan check. 

(b) If an institution chooses to make disbursement 
under paragraph (a)(2)(ii) of this section, it shall be liable for 
any overpayment discovered as a result of the verification 
process. 

(c) An institution may not hold any GSL check under 
paragraph (a)(2) of this section for more than forty-five (45) 
days. }f the applicant does not complete the verification 
process within the forty-five (45) day period, the institution 
shall return the check to the lender. 

{d)(1) If the institution receives a GSL loan check in an 
amount which exceeds the student's need for the loan based 
upon the verified Infomiation and the excess funds can be 
eliminated in subsequent disbursements for that period of 
instruction, the institution shall process the check and notify 
the lender to reduce the subsequent disbursements. 

(2) If ihe institution receives a GSL loan check in an 
amount which exceeds the students need for the Lan based 
upon the verified information and the excess funds cannot be 
eliminated in subsequent disbursements for that pe'-'od of 
instruction, the institution shall return the check to the lender. 

(Authority: 20 U.S.C. 1094) 

[51 FR 8948, Mar. 14. 1986, as amended at 51 FR 29398 
Aug. 15. 1986; 51 FR 29920, Aug. 21, 1986] 

Section 668.59 Consequences of a change In application 
Information. 

(a) For the Pell Grant Program— 

(1 ) Except as provided in paragraphs (a)(2) and (3) of 
this section, if the information on an application changes as 



a result of the verification process, the Institution shall require 
the applicant to resubmit his or her SAR to the Secretary If— 

(1) The institution recalculates the applicant's EFC 
(student aid index), determines that the applicant's EFC 
changes, and determines that the change in the EFCchanges 
the applicant's Pell Grant award; or 

(ii) The institution does not recalculate the applicants 

EFC. 

(2) An institution need not require an applicant with a 
reported student aid index (SAI) of zero on his or her SAR to 
resubmit that SAR to the Secretary if it determines that the 
applicant's student aid index remains at zero on the basis of 
the verified infomiation and the "Zero SAI Charts" that the 
Secretary publishes In the FEDERAL REGISTER. 

(3) An institution need not require an applicant to 
resubmit hir* or her SAR to the Secretary, need not recalcu- 
late his or her EFC, or need not adjust his or her Pell Grant 
award if, as a result of the verification process, the institution 
finds— 

(i) No errors in nondollar items used to calculate the 
applicants EFC; and 

(ii) No en-ors in dollar items or errors reflecting a 
change in dollar items of less than $200. 

(b) For the Pell Grani Program— 

(1 ) If an institution does not recalculate an applicants 
EFC under the provisions of paragraphs (a)(2) and (3) of this 
section, the institution shall calculate and disburse the appli- 
cant's Pell Grant award on the basis of the applicant's orig;..al 



(2)(i) Except as provided under paragraph (b)(2)(il) of 
this section, if an institution recalculates an applicants EFC 
because of a change In application infomiation result. ^ from 
the verification process, the institution shall— 

(A) Require the applicant to resubmit his or her appli- 
cation to the Secretary; 

(B) Calculate the applicant's Pell Grant award on the 
basis of the 2fC included on the corrected SAR; and 

(C) Disburse any additional funds under that award 
only if the applicant provides it with the con^ted SAR. 

(ii) If an institution recalculates an applicants EFC 
because of a change in application information resulting from 
the verification process and determines that the change in 
the EFC increases the applicants award, the institution— 

(A) May disburse the applicant's Pell Grant award on 
the basis of the original EFC without requiring the applicant 
to resubmit his or her SAR to the Secretary; and 

(B) Except as provided in Sec. 668.60(b), shall dis- 
burse any additional funds under the increased award re- 
flectinsi the new EFC if the applicant provides it with the 
condoled SAR. 

(c) For the campus-based and GSL programs— 
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(I) Except as provided in paragraph (c)(2) of this 
section, if the information on an application changes as a 
result of the verification process, the institution shall— 

(1) Recalculate the applicant's expected family contri- 
bution; and 

(II) Adjust the applicant's financial aid package for the 
campus-based and GSL programs to reflect the new EFC If 
the new EFC results in an overaward of campus-based aid or 
decreases the applicant's recommended loan amount 

(2) An institution need not recalculate an applicant's 
EFC or just his or her aid package if, as a result of the 
verificaJon process, the institution finds — 

(i) No enrors in nondollar items used to calculate the 
applicant's EFC: and 

(n)(A) No en^ors in dollar items or errors reflecting a 
change in dollar items of less than $800; or 

(B) No errors in dollar items or enx)rs reflecting a 
change in dollar itams of less than $200 If the institution uses 
the Pell Grant Program's SAI as the applicant's EFC. 

(d) If a GSL a(.plicant reports an adjubied gross family 
income of less than $30,000 and verification shows that the 
adjusted gross family income is over $30,000, the institution 
shall calculate an EFC for the applicant and detemiine his or 
her financial need for a loan. 

(e) If the institution selects an applicant for verification 
for an award year who previously received a loan under the 
GSL Program for that award year, and as a result of verifica- 
tion, the suggested loan amount is reduced by $200 or more, 
the institution shall comply with the procedures for notifying 
the borrower and lender specified in Sec. 668.61(b). 

(f) If the applicant has received funds based on infor- 
mation which may be incorrect and the institution has made 
a reasonable effort to resolve the alleged discrepancy, but 
cannot, the institution shall forward the applicant's name, 
social security number, and other relevant infonnation to the 
Secretary. 

(Approved by the Office of Management and Budget under 
control number 1840-0570) 

(Authority: 20 U.S.C. 1094) 

Section 668.60 Deadlines for submitting documentation 
and the consequences of falling to provide 
documentation. 

(a) An ins titution shall require an applicant selected for 
verification to submit to it, within the period of time it or the 
Secretary specifies, the documents set forth in Sec. 668.57. 

(b) For purposes of the camous-based and GSL pro- 
grams— 

(1) If an applicant fails to provide the requested docu- 
mentation within a reasonable time period established by the 
institution— 

(i) The institution shall not— 



(A) Disburse any additional NDSL, or SEOG funds to 
the applicant; 

(B) Continue to employ the applicant under CWS; 

(C) Certify the applicant's GSL application; or 

(D) Process a GSL check for the applicant; 

(II) The institution shall return to the lender any GSL 
check payable to the applicant; and 

(iii) The applicant shall repay to the institution any 
NDSL or SEOG payments received for that award year; 

(2) If the applicant provides the requested documen- 
tation after the time period established by the institution, the 
institution may, at its option, award aid to the applicant not- 
withstanding tile prescriptions listed in paragraph (b)(1)(i) of 
this section; and 

(3) An institution may not hold any GSL check under 
paragraph (b)(1) of this section for more than forty-five (45) 
days. If the applicant does not complete verification within 
the forty-five (45) day period, the institution must return the 
check to the lender. 

(c) For purposes of the Pell Grant Program— 

(1 ) An applicant may submit a verified SAR to the in- 
st'tution after the appropriate deadline specified in 34 CFR 
690.61 but within an established additional time period set by 
the Secretary through publication in the FEDERAL REGIS- 
TER. If a verified SAR is submitted to the institution during 
the period pemiitted by the Secretary after the appropriate 
deadline specified in 34 CFR 690.61, payment must be 
based on — 

(1) The original SAR, if the student aid index on the 
verified SAR is lower than the student aid index on the 
original SAR; or 

(ii) The verified SAR, if the student aid index on the 
verified SAR is the same or higher than the student aid index 
on the original SAR; and 

(2) If the applicant does not provide, the requested 
documentation, and if necessary, a reprocessed verified 
SAR, with/n the period established in paragraph (c)(1) of this 
section, the applicant— 

(i) Forfeits the Pell Grant for the award year; and 

(ii) Shall return any Pell Grant payments previously re- 
ceived for that award year to the Secretary. 

(d) The Secretary may detemiine not to process any 
subsequent Pell Grant application, and an institutbn, if di- 
rected by the Secretary, shall not process any subsequent 
application for campus-based and GSL program assistance 
of an applicant who nas been requested to provide informa- 
tion until the applicctnt provides the documentation or the 
Secretary decides that ^ere is no longer a need for the 
documentation. 

(e) If an applicant selected for verification foran award 
year dies during that ?.ward year, or before the deadline date 
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for completing the verifjcation process If that date extends 
Into the subsequent award year, without completing the 
venfrcation process, the institution shall not-- 

(1 ) Make any further disbursements on behalf of that 
applicant; 

(2) Certify the applicant's GSL loan application or 
process a GSL check for the applk:ant; or 

(3) Consider any funds it dsbursed to that appHcant 
under Sec. 668.58(a)(2) as an overpayment 

(Authority: 20 U.S.C. 1094) 

Section 608.61 Recovery of fund«. 

(a) If an institution discovers, as a result of the verifi- 
cation process, that an applicant received under Section 
66a.58(a)(2)(li) more than he or she was eligible to receive 
under the Pell Grant. NDSL. or SECX5 programs, the Institu- 
tion shall eliminate the overpayment by — 

(1) Ac$ustingsubsequent financial aid payments in the 
award year in which the overpayment occurred; or 

(2) Reimbursing 2he appropriate program account 

by— 

(t) Requiring the applicant to return tiie overpayment 
to the institution if tfie institution cannot correct the overpay- 
ment under paragraph (a)(1 ) of this section; or 

(li) If the applicant does not return the overpayment 
making restitution from its own funds by the earfier of ttie 
following dates: 

(A) Sixty days after tfie applicant's last day of enroll- 
ment. 

(B) The last day of the award year In which ttie insti- 
tution dsbursed Pell Grant. NDSL. or SEOG funds to ttie 
applicant 

(b) If the Institution determines as a result of verifica- 
tion that an applicant received for an award year a GSL of 
$200 or more I n excess of ttie student's finaida! need for ttie 
loan, the Institution shall notify ttie student and the lender of 
ttie exoBss amount within ttiirty (30) days of tfie institution's 
detennination ttiat ttie borrower is ineligible forsuch amounts. 

(Auttiority: 20 U.S.C. 1094) 

Subpart F^Misrepresentation 

Source: 51 FR 43324. Dec. 1 . 1986. unless ottienvlse noted. 
Sec. 668.71 Scope and specfa! definitions. 

(a) "Hiis subpart establishes the standards and rules 
by which the Secretary may Initiate a proceeding under 
Subpart G against an ottienw'se eligible Institution for any 
substantial misrepresentation made by tfiat institution re- 
garding the nature of Its educational program. Its financial 
charges or ttie employability of Its graduates. 

(b) The following definitions apply to ttiis subpart: 



Misrepresentation: Any false, enoneous or misiead- 
ing statement an eligible institution makes to a student 
enrolled at the Institution, to any prospective student, to ttie 
family of an enrolled or prospective student, or to tfie Secre- 
tary. Misrepresentation includes tire dissemination of en* 
dorsements and testimonials tfiat are given under duress. 

Prosp-ecttve student* Any individual who has con* 
2acted an eligible Institution for the purpose of requesting 
Infomiation about enrolling at the institution or who has been 
contacted cSrectiy by tf)e institution or Indrectiy through 
general advertising about enrollli^ at the Institution. 

Substantial misrepresentation: Any misrepresenta- 
tion on which the person to whom it was made couki reasona- 
bly be expected to reiy. or has reasonably relied, to that 
person's detriment 

(Autfiority: 20 U.S.C. 1094) 

Sea 668.72 Nature of educational program. 

Misrepresentation by an institution of ttie nature of its 
educational program includes, but Is not limited to. false, er- 
roneous or misleading statements concerning— 

(a) The particular type(s). specific sourc8(s). nature 
and extent of its accreditation; 

(b) Whettier a student may transfer course credits 
earned at ttie Institution to any ottier Institution; 

(c) Whether successful completion of a course of In- 
struction qualifies a student for— 

(1) Acceptance Into a labor unk)n or similar organiza- 
tion; or 

(2) Receipt of a focal. State, or Federal license or a 
non-govemmental certification required as a precondition for 
employr?.?nt or to perfonn certain functions; 

(d) Whettier its courses are recommended by— 

(1) Vocational counselors, high schools orempfoy- 
ment agencies; or 

(2) Governmental officials for governmental employ- 
ment; 

(e) Its size, location, fadfities or equipment; 

(0 The availability, frequency and appropriateness of 
its courses and programs to the employment objectives that 
It states its programs are designed to meet; 

(9) The nature, age and availability of Its training 
devices or equipment and ttieir appropriateness to tfie 

empioymentobjectivesttiatltstatesltsprogramsand courses 
are designed to meet; 

(h) The number, availability and qualifications. Includ- 
ing the training and experience, of its faculty and ottier 
personnel; 

(i) The availability of part-time employment or other 
fomis of financial assistance; 
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(0 The nature and availability of any tutorial or spedal- 
Ized instruction, guidance and counseiing, or other supple- 
mentary assistance rt wSI provide its students before, during 
or after the completion of a course; 

(k) The nature of extent of any prerequisites estab- 
lished for enroHment in any course; or 

(i) Any matters required to be disclosed to prospective 
students under Sec. 668.44 of this part. 

(Authority: 20 U.S.C. 1094) 

Saa 668.73 Nature of flnandal charges. 

^Csrepresentation by an institution of the riature of its 
financial charges includes, but is not limiled to, false, errone- 
ous or misleading statements concerning-- 

(a) Offers of scholarships to pay an orpart of acourse 
charge, unless a schoiarsh'^ is acti' used to reduce tuition 
chargesmade known to the studentin advance. Theduuges 
made known to the student in advance are the charges 
appSed to all students not receiving a scholarship; or 

(b) Whether a particular charge is the customary 
charge at the instrtuton for a course. 

(Authority: 20 U.S.C. 1094) 

Sea 668.74 EmpioyabHIty of gr»f uatas. 

^^representation by an institution regarding the em- 
ployabi^ofitsgradifatesincludes. butis notlimttedto,foj£e. 
erroneotis or nvsleading statements— 

(a) That the institution is connected with any organiza- 
tion or is an employment agency or other agency providing 
authorized training leading dire^ to employmont 

(b) That the Institution maintains a placernent service 
for graduates or w9l otherwise secure or assist its graduates 
to obtain empfoyment, unless it provides the student with a 
dear and accurate description of the extentand nature of this 
sennce or assistance; or 

(c) Conceming government job market stab'stics in 
relation to the potential placement of its graduates. 

(Authority: 20 U.S.0. 1094) 

Sea 668.75 Procedures 

(a) On receipt of a written allegation or complaint from 
a student enrdled at the institution, a prospective student, 
the family of a student or prospective student, or a govern- 
ntental offdal. the uesignatad department offtdal as defined 
in Sea 663.81 reviews thd allegation or complaint to deter- 
mine its factual bass and seriousness. 

(b) If tiie misrepresentation is minor and can be readily 
corrected, tiie designated department offidal informs tfie in- 
stitution and endeavors to obtain an informal, voluntary 
correction. 

(c) if the designated department offidal finds tiiat the 
complaint or allegation is a substantial misrepresentation as 
to the nature of the educational programs, the finandal 



charges of tfie institution or the empfoyability of its graduates, 
tfie offidal— 

(1) Initiates action to fine or to limit, suspend or 
terminate tiie institution's eligibility to partidpate in tfie Tltie 
IV, HEA programs according to the procedures set fortii in 
Subpart G, or 

(2) Take otiier appropriate action. 
(Autiiority: 20 U.S.0. 1094) 

Subpart GrFinei Limitation, Suspension and 
Termination Proceedings 

Source: 51 PR 43325, Dec. 1, 1966, unless otiierwise noted 
Sec. 668.81 Scope and special definitions. 

(a) (1) This subpartestablishes rules fbrtiie imposition 
of a fine upon, or for tiie suspension, limitation or termination 
of an othenmse eligible institution's partidpation in any or all 
of tiie Tltie IV, HEA programs. 

(2) An 'otherwise eligible institution' is an institution 
tiiat the Secretary has determined— 

(i) Satisfies the appropriate definition of the term 
"public or private nonprofit institution of higher education", 
"proprietary institution of higher education,' *lpostsecondary 
vocational institution* or "vocational school" set forth tn 
Subpart A of this part; and 

(n) Initially satisfies tiie factors of finandal responsibil- 
ity and standards of administrative capability set fbrtii in 
Subpart 6 of this part 

(b) This subpart applies to an institution which vidates 
any Tltie IV, HEA program statute, regulation, spedal ar- 
rangement, agreementor limitation prescribed underauthor- 
ity of Tltie IV of the HEA; 

(c) This subpart does not apply to a determination 

tiiat— 

(1) An institution of higher education fails at any time 
to meet tiie statutory definition set fortit in section 435, 481 or 
1201 of tfie HEA; 

(2) A vocational school fails at any time to meet tfie 
statutory definition set fortfi in section 435(c) of tfie HEA; or 

(3) An institution fails to quafrfy for initial certification to 
partidpate in any Titie IV. HEA program because it does not 
meet tfie fiscal and administratix'e standards set forth in 
Subpart B of tiiis part 

(d) This subpart does not apply to a detemnination by 
tiie Secretary of tiio system to be used to dsburse Titie IV. 
HEA program funds to an institution (lq., advance payments 
and payments by way of reimbursements)partidpatingur'der 
any Tstfe IV, HEA program. 

(e) This subpart does not apply to administrative 
action by the Department of Education based on any alleged 
violation of— 
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Subjsct 

DiiaiminatJonon 
th» basis Q( 

natbnal origin. 

Oilcriminslionon 
th« basis of 

S«L 



Okalminatlon on 
tho basis of 

handicap;. 

Disoiminationon 
ttw basis of 



Statuta 

TKisVIofih«CMI 
Rights Act of 1954 
(42U.S.&2000(M). 



TUaOCoftha 
Education Amentf- 
msnts of 1072(20 
U.S.C.168M683}. 

Section 504 of lha 
RehabatationAciof 
1873(20U.S.C.7M}. 

ThaAgaDiscrirTi- 
nation Act (42 uac. 
GiOlatsaq.) 



Ragulation 
34 CFR Part 100. 

34CFRPart10(X 

34 CFR Part 104. 
45 CFR Part 90. 



(0 The following definitions apply to this subpart 

Designated departmiKitoffKual: An offidal of the Edu- 
cation Department to whom the Secretary has delegated re- 
sponsibOrties indicated in this subpart 

Funds: Any money, commitments to provide money 
and commitments of visurance or reinsurance provided 
under any or all Title IV. HEA programs to an institution or to 
oron behalf of students enrolled and attending an institution. 

(Authority: 20 U.S.C. 1094) 

Sea 668.82 Standard of conduct 

(a) A pajtidpating institution acts in the nature of a fi- 
dudary in its administratron cf the Title IV. HEA programs, 

(b) In the capadly of a fidudary, the institution is sub- 
ject to the highest standard of care and dfligence in admini- 
stering the programs and in accounting to the Secretary for 
the funds received under those programs. 

(c) An institution's failure to administer the Title IV. 
HEA programs, or to account for the funds it receives under 
those programs, in accordance with the highest standard of 
care and diligence required of afidudary. constitutes grounds 
for a fine, or the suspension. limitation or temnination of the 
eBgibility of the institution to partidpate in those programs. 

(d) (1) An institution violates its fidudary duty If- 

(i) The institution, its owner, or its chief executive 
officer has been convicted of. or has pled nolo contendere or 
guilty to. a crime involving the acquisition, use. or expendi- 
ture of Federal funds, or has been judidally determ":ned to 
have committed fraud involving Federal funds; 

(ii) The institution employs an individual in a capadi/ 
that involves the administration of Title IV. HEA programs or 
the receipt of Title IV. HEA program funds who has been 
convicted of. or has pled nolo contendere or guilty to. a crime 
involving the acquisition, use. or expenditure of Federal 
funds, orwho has been judidally determined to have commit- 
ted fraud Involving Federal funds: or 

(iii) The institution uses any individual, agency, or or- 
ganization that has been, or whose officers or employees 
have been- 



(A) Convicted of. or pled nolo contendere or guilty to. 
a crime involving the acquisition, use, or expendititre of 
Federal funds; or 

(B) Judidally detemiined to have committed fraud 
involving Federal funds. 

(2) A violation for a reason contained in paragraph 
(d)(1} of this section of an institution's fiduciary duty is an 
automatic ground for tenpinating the institution's eligibSlty to 
partidpate in any Title IV. HEA program. 

(Authority: 20 U.S.C. 1070 et seq.) 

(e)(t) The debarment of a participating institution 
under Executive Order (E.O.) 12549 by ED or another 
Federal agenq^ from partidpation in Federal programSi 
under procedures that comply with 5 U.S.C. 554-557, temil- 
nates the institution's eKgibility to partidpate in the Title IV 
HEA programs for the duration of tha debarment 

(2)(i) The suspension of a partidpating institution 
under E.0. 12549 by ED or another Federal agency from 
partidpation in Federal programs, under procedures that 
comply with 5 U.S.C. 554-557, suspends the Institution's 
eGgibSity to partidpate In the Title IV, HEA programs. 

(H) The suspension of Title IV eli^bflity lasts for a 
period of 60 days, beginning on the date of the suspending 
offidaTs dedsion, except that it may last longer if the institu- 
tion and the Secretary agree to an extension or jf the 
Secretary initiates a limitation or termination proceeding 
against the institution under 34 CFR Part 668. Subpart G. 
prior to the 60th day. 

(3}(i) The Secretary conducts an audit or program 
review of any lender that is debarred or suspended by ED or 
another Federal agency, to determine whether grounds exist 
for the initiation of a fine. >*Tnitation. suspension, or termina- 
tion action against the lender under 34 CFR Part 668. 
Subpart G. 

(fi) The Secretary initiates a fine, limitation, suspen- 
sion, or temnination action under 34 CFR Part 668. Subpart 
G. against an educational institution that is suspended or 
debarred under E.0. 1 2549 by ED or another Federal agency 
if the procedures used did not comply with 5 U.S.C. 554-557. 

(Authority: E.0. 12549: 20 U.S.C. 1082 (a)(1) and (h)(1). 
1094(c)(1)(D), 3474) 

Sea 668.83 Emergency action. 

(a) Scope and consequences. The Secretary may 
lake an emergency action against an institution under which 
the Secretary withholds funds from the institution or its 
students and withdraws the authority of the institution to 
obligate funds under any or all Titie IV. HEA programs if the 
Secretary— 

(I) Receives information, detennined by the offidal to 
be reliable, that the institution is violating appGcable laws, 
regulations, spedal arrangements, agreements or limita- 
tions. 

(2) Detennines that immediate action is necessary to 
prevent misuse of Federal funds; and 
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(3) Determines that the likelihood of loss outweighs 
the importance of foltowing the procedures set forth in this 
subpart lor suspension, ivnitation or termination. 

(b) Procedures. A designated department offidal 
begins an emerjjency action by notifying the Institution, by 
certified mail with return receipt requested, of the emer- 
gency action and the basis on which the action is taken. The 
notice also states that the institution has an opportunity to 
show cause that the emergency acttonfs unwarranted. The 
effective date of the action is the date on which the notice is 
received by the institution. 

(c) Durat)on. An eme^ncyactionmay not exceed 30 
dcQfs unless a suspension, limitation or termination proceed- 
ing is begun under this subpart before the expiration of that 
period. In such case, the period may be extended until the 
completion of that proceeding, including any appeal to the 
Secretary. 

(d) Opportunity to show cause. The Secretary pro- 
vkies tfie Institution, if It so requests, an opportunity to show 
cause that the emergency action is unwarranted. 

(Autherily:20 U.S.C. 1094) 

Sec 668.84 Rne proc6adIng«t. 

(a) Sdbpe and consequences. The Secretary may 
impose a fine of up to $25,000 per vblation on an institution 
that— 

(1) Violates any provisksn of Title IVof die HEAorany 
regulation or agreement implementing that title; or 

(2) Substantially misrepresents the nature of its edu- 
cational program, its finandal charges orthe employability of 
its graduates. 

(b) Procedures. (1 ) A designated department offidal 
begins afine proceeding by sendng the Inrtitution a notice by 
certified mail with retum receipt requested. This notice 
must— 

(0 Inform the institution of the Secretary's intent to fine 
the instMon and the amount of the fine and identify the 
alleged violations which constitute the basis for the action; 

(ii) Spedfy the proposed effective date of the fine, 
which must be at least 20 days fro.Ti mailing of the notice of 
intent; 

(Hi) Infomi the institution that the fine will not be 
effective on the date spedfied in the notice if tiie designated 
department official receives by that date a written request for 
a hearing or written material indicating why tiie fine shouki 
not be Imposed 

(2) If the institution does not request a hearing but sub- 
mits written material, the designated department offidal, 
after considering that material, notifies the Institution that— 

(i) The fine will not be Imposed; or 

(ii) The fine is im posed as of a spedfied date, and in 
a specified amount 



(3) If the institution requests a hearing by the time 
spedfied In paragraph (b)(1)(iil) of this section, tiie desig- 
nated department offidal se'is tiie date and tiie place. Tne 
date is at least 15 days after tiie designated department 
offk:ial receives the request 

(4) An administrative law judge conducts a hearing on 
tiie record in accordance with Sec. 668.88. 

(c) Expedited hearings. Witii the approval of the ad- 
ministrative law judge and the consent of tiie designated de- 
partment offtdal and tiie institution, any tim e schedule speci- 
fied in tills section may be shortened. 

(Auttiority: 20 U.S.C. 1094) 

Saa 868.85 Suspension proceedings. 

(a) (1) Scope and consequences. The Secretary may 
suspend the eligibility of an institution to partidpate In any or 
all of tiie Titie IV, HEA programs If ti)e institution violates any 
provision of Titie IV of tiie HEA or any provision of any 
regulatk)n or agreement knplementing tiiat Titie. 

(2) The suspension may not exceed 60 days unless— 

(i) The Institution and tiie Secretary agree to an 
extension if the institution has not requested a hearing; or 

(ii) The designated department offidal begins alimita- 
tion ortenmination proceedng under Sec. 668.86. 

(b) Procedures. (1 ) A designated department offidal 
begins a suspensk>n proceeding by sending a notice to an 
institution by certified mail with retum receipt raquested. The 
notice must— 

(1) Infoon tiie institution of tiie intent of tiie Secretary 
to suspend tiie institution's eligitMlity to partidpate, dte tiie 
consequences of tfiat action and kienti^ tiie alleged violar 
tions which constitute tiie basis for the action; 

(ii) Specify the proposed effective date of the suspen- 
sk)n. whk:h shall be at least 20 days after the date of mailing 
of tiie notice of intent; and 

(iii) Infbnn the institution that the suspension will not 
be effective on ti)e date spedtied in tiie notice if tiie desig- 
nated department offk^'al receives by tfiat date a request for 
a hearing or written material lndk:ating why tiie suspension 
should not take place. 

(2) If tiie Institution does not request a hearing, but 
submits written material, the designated department offk^ial. 
after considering that material, notifies tiie institution that— 

(i) The proposed suspenston is dismissed; or 

(ii) The suspension is effective as of a spedfied date. 

(3) If tiie institution requests a hearing by tiie time 
spedfied in paragraph {b)(1)(iii) of tiiis section, tiie desig- 
nated department oftidal sets tiie date and tiie place. The 
date is at least 15 days after tiie designated department 
offidal receives tiie request No suspension takes place until 
after a hearing is held. 
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(4) An administrative law judge conducts a heanng on 
the record in accordance with Sec. 668.88. 

(Authr.ily: 20 US.C. 1094) 

Sea 668.86 Limitation or termination proceedings. 

(a) Scope and consequences. The Secretary may 
temiinate or limit the eligibility of an institution to partidpate 
in any or all Title IV, HEA programs if the institution violates 
any provision of Title IV of the HEA or any regulation or 
agreement implementing that Title. The consequences of 
the Seaetaiy limiting or temninadng the eligit^lity of an 
institution to participate in any Title IV. HEA program are set 
forth in Sec. 668.93 and 668.94, respectively. ^ 

(b) Procedures. (1) A designated department official 
begins a limitation or termination proceeding by sendng an 
institution a notice by certified mail witii return receipt re- 
quested. This notice must— 

(1) Inform tiie institution of tiie intent of the Secretary 
to limit or terminate the institution's eligibility to participate, 
dte tiie consequences cf that action, and identify the alleged 
violations which constitute the basis for tiie action , and, in the 
case of a limitation proceedng» state tiie limits to be imposed; 

(ii) Specify the proposed effective dateof tiie limitation 
or termination, which must be at least 20 days after tiie date 
of mailing of tiie notice of intent; and 

(til) Inform tiie institution tiiat tiie limitation or termina- 
tion will not be effective on tiie date spedfied in tiie notice if 
tiie designated department offidal receives i:^ tiiat date a 
request for a hearing or written material indicating why tiie 
limitation or termination should not take place. 

(2) If tiie institution does not requestahearing but sub- 
mits written material, tiie designated department official, 
after considering tiiat material, notifies tiie institution tiiat— 

(i) The proposed action is dismissed; 

(Ii) limitations are effective as of a specified date; or 

(ill) The termination is effective as of a specified date. 

(3) If tiie institution requests a heanng by the time 
spedfied in paragraph (b)(1)(iii) of tiiis section, tiie desig- 
nated department offidal sets tiie date and tiie place. The 
date is at least 15 days after tiie designated department 
offidal receives the request No limitation or termination 
takes place until after a hearing is held. 

(4) An administrative law judge conducts a hearing on 
tiie record in accordance with Sec. 668.88. 

(c) Expedited hearing. With tiie approval of the admin- 
istrative law judge and the consent of tiie designated depart- 
ment offidal and tiie institution, any time schedule sped^ed 
In tills section may be shortened. 

(Autiiority:20 U.S.C. 1094) 

Sea 668.87 Pre-hearing conference. 



(a) ( 1 ) A pre-hearing confisrence shall be convened by 
tiie adrninistrative law judge if he or she tiiinks tiiat such a 
conference would be useful, or if requested by-- 

(1) The designated department offidal; or 
(ii) The institution. 

(2) The purpose of a pre4)earing conference is to 
allow tiie parties to settie or nanx}W tiie dispute. 

(b) If agreed to by the administrative law judge, tfie 
designateC department offidal and tiie institution, a pre- 
hearing conference may consist of— 

(1) A conference telephone call; 

(2) An informal meeting; or 

(3) The submission and exchange of v/ritten material. 
(Autiiority: 20 U.S.C. 1094) 

Sec. 668.88 Hearing on the record. 

(a) A hearing on tiie record is an orderly presentation 
of arguments and evidence conducted by an administrative 
taw judge. 

(b) The hearing process may be expedited as agreed 
by tiie administrative law judge, tiie designated department 
offkHal and tiie institution. Procedures to expedite may 
indude, but are not limited to, tiie following — 

(1) A restriction on tiie number or lengtii of submis- 
sions; 

(2) The conduct of tiie hearing by telephone confer- 
ence call; 

(3) A review limited to tiie written record; or 

(4) A certification by tiie parties to facts and legal au- 
tiiorities not in dispute. 

(c) (1) The formal rules of evidence and procedures 
applicable to proceedngs in a courtof lawara not applicable. 
However, discussions of settiement between tiie parties or 
tiie terms of settlement offers are not admissable. 

(2) The designated department offidal has tiie burden 
of persuasion in any fine, suspensbn, limitation or termina- 
tion proceeding under this subpart 

(3) Discovery, as provided for under tiie Federal Rules 
of Civil Procedure, is not permitted. 

(4) The administrative law judge accepts only evi- 
dence tiiat is relevant and material to tiie proceedng and is 
not unduly repetitious. 

(d) The designated department offidal shall make a 
transcribed record of tiie proceeding and shall make tiie 
record available to tiie institution upon its request and upon 
its payment of a fee comparable to that prescribed under the 
Department of Education Freedom of Information Act regu- 
lations (34 CFR Part 5). 
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(Authority: 20 U.S.C. 1094) 

Sec 668.89 Authority and responsibilities of the 
administrative law judge. 

(a) The administrative law judge regulates the course 
of the proceeding and conduct of the parties during the 
hearing and takes all steps necessary to conduct a fair and 
impartial proceeding. 

(b) (1) The administrative law judge is not authorized 
to Issue subpoenas. 

(2) If requested by the administrative law judge, the 
Secretary and tiie institution shall provide available person- 
nel who have knowledge about the matter under review for 
oral or written examination. 

(c) The administrative law judge shall take whatever 
measuresare appropriate to expedite the proceeding. These 
measures may include, but are not limited to, the following— 

(1) Scheduling of conferences; 

(2) Setting time limits for hearings and submission of 
written documents; and 

(3) Terminating the hearing and issuing a decision 
against a party if that party does not meet those time limits. 

(Authority: 20 U.S.C. 1094) 

Sec 668.90 initial and final decisions-Appeals. 

(a)(1) The administrative law judge shall issue a 
written initial decision to the institution and the designated 
department official by certified mail, return receipt requested, 
within 30 days after— 

(1) The last brief is filed; 

(ii) The last day o f the hearing, if th e administrative law 
judge does not request the parties to submit briefs; or 

(iii) The date on which tha administrative law judge ter- 
minates the hearing in accordance with Sec. 668.89(c)(3). 

(2) The administrative law judge's decision must state 
whether the imposition of the fine, limitation, suspension or 
termination sought by the designated department official is 
warranted, in whole or in part. If the designated department 
official brought a temiination action against the institution, 
the administrative law juc^'^e may, if appropriate, issue a 
dedsion to fine the institution or impose one or more limita- 
tions on the institution rather than tenninating its eligibility to 
participate. 

(3) Notwithstanding the provisions of paragraph (a)(2) 
of this section — 

(i) If, in a termination action against an institution, the 
adninistrative law judge finds that the owner of the institution 
itself or the chief executive officer of the institution was con- 
victed of, or pled guilty to, a crime involving the unlawful 
acquisition, use, or expenditure of Title IV, HEA program 
funds, theadminlslrative lawjudge must find that termination 



of the institution's eligibility to participate in the Title IV, HEA 
program is warranted; or 

(ii) If the action brought against an institution involves 
its failure to provide a letter of credit or performance bond in 
the amount specified by the Secretary under Sec. 668.1 3, the 
administrative lawjudge must find that the amount of the per- 
fomiance bond or letter of credit established by the Secretary 
was appropriate unless the institution can demonstrate that 
the amount was jnreasonable. 

(ill) In alimitation, suspension or termination proceed- 
ing com menced on the grounds descn'bed in Sec. 668 . 1 5(b)( 1 ) 
of this part, if the administrative law judge finds that the 
institution's GSL and SLS fiscal year default rate, as defined 
in Sec. 668.15(f) of this part, meets the conditions specified 
in Sec. 668.15(b)(1) of this part for initiation of limitation, sus- 
pension, or termination proceedings, the administrative law 
judge shall find that the sanction sought by the oesignated 
Department official is waaanted, except that the administra- 
tive law judge shall find that no sanction is wan^nted if the 
institution demonstrates that it has acted diligentiy to imple- 
ment the default reduction measures described in Appendix 
D to this part. 

(4) The administrative lawjudge shall base findings of 
fact only on evidence considered at the hearing and on 
matters given judicial notice. If a hearing is conducted by 
written submissions, findings of fact must be agreed to by the 
parties. 

(b) (1) In a suspension proceeding, the Secretary 
reviews the administrative iaw judge's initial decision and 
issues a final decision within 20 days after the initial dedsion. 
The Secretary adopts the Initial decision unless It is deariy 
unsupported by the evidence presented at the hearing. 

(2) A suspension takes effect upon either the date on 
which notice of the suspension is received by the institution 
or the original proposed effective date stated in the desig- 
nated departmentoffidal'snoticeofintentto suspend, which- 
ever is later. 

(3) A suspension may not exceed 60 days unless a 
limitation or temnination proceeding is begun under this 
subpart before the expiration of that period. In that case, the 
period may be extended until the completion of that proceed- 
ing induding any appeal to the Secretary. 

(c) (1) In a fine, limitation or termination proceeding, 
the administrative law judge's initial dedsion automatically 
be-^mes the Secretary's final dedsion 20 days after it is 
issued and received by both parties unless, within that 20 day 
period, the institution or the designated department offidal 
appeals the dedsion to the Secretary. 

(2) An appeal is made by sending a written notice of 
appeal to the Secretary. This notice must be received by the 
Secretary within twen^ days of the appealing party's receipt 
of the administrative lawjudge's initial decision. (The appeal- 
ing party shall send a copy of its appeal notice to the other 
party.) 

(d) (1) Within a period specified by the Secretary, the 
party that appeals shall submit a brief or written materials to 
the Secretary explaining why the initial decision of the admin- 
istrative law judge should be overturned or modified. 
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(2) The appealing party may submit proposed findings 
of fact or conclusions of law. However, the proposed findings 
of fact must be supported by— 

(1) The evidence tntrodttced into the record at the 
hearing; 

(ii) Stipulations of the parties if the hearing consisted 
of written submissions; or 

(iii) Matters ii'iat may be judicially noticed. 

(3) The opposing party shall respond within the time 
period specified by the Secretary. 

(4) Neither party may introduce new evidence on 
appeal. 

(5) Each party shall provide a copy of its brief to the 
other party when it submits its brief to the Secretary. 

(e) The Initial decision of the administrative law judge 
imposing a fine or limiting or te rminating the eligibility of the 
institution to participate dof^r. not take effect pending the 
appeal. 

The Secretary renders a final decision. 

(2) In rendering that decision, the Secretary considers 
only evidence introduced into the record at the hean'ng and 
facts agreed to by the parties if the hearing consisted of only 
written submissions and matters that may be judicially no- 
ticed. 

(3) The Secretary's decisbn may affirm, modify or 
reverse tfie administrative law judge's initial decision and 
includes a statement of the reasons for the decision, except 
that if the administrative law judge finds that the termination 
is warranted pursuant to Sec. 668.90 (a)(3)(i), the Secretary 
affirms that decision. 

(Authority: 20 U.S.C. 1082, 1094) 

(Approved by the Office of Management and Budget under 
control number 1840^37) 

S6C 668.91 Verification of mailing and receipt dates. 

(a) Verification of the Departmentof Education's mailing 
dates and receipt dates referred to in this subpart is evi- 
denced by the original r^lp'cfrom the U.S. Postal Service. 

(b) If an institution refuses to accept a notice mailed 
under this subpart, the Secretary considers the notice as 
being received on the date that institution refuses to accept 
the notice. 

(Authority: 20 U.S.C. 1094) 

Sec. 668.92 Fines. 

(a) In detemilning the amount of a fine, the designated 
department official, administrative law judge and Secretary 
shall take into account— 

(1)(l) The gravity of the institution's violation or failure 
to carry out the relevant statute, regulation or agreement; or 

(ii) The gravity of its misrepresentation; and 



(2) The size of the institution. 

(b) Upon the request of the institution, the Secretary 
may compromise the fine. 

(Authority: 20 U.S.C. 1094) 

Sec. 668.93 Limitation. 

A limitation may include, as appropriate to the pro- 
gram in question — 

(a) A limit on the number or percentage of studentsen- 
rolled In an Institution who may receive Title IV, HEA program 
funds; 

(b) A limit, for a stated period of time, on the percent- 
age of an institution's total receipts from tuitbn and fees 
derived from Title IV, HEA program funds; 

(c) A requirement that an institution obtain a bond. In 
a specified amount, to assure its ability to meet its financial 
obligations to students who receive Title IV, HEA program 
funds; 

or 

(d) Other conditions as may be detennined by the 
Secretary to be reasonable and appropriate. 

(Authority: 20 U.S.C. 1094) 

Sec. 668.94 Termination. 

(a) A temiination — 

(1) Ends an institution's eligibility to participate in any 
or all of the Title IV, HEA programs; 

(2) Prohibits an institution or the Secretary from making 
or increasing Title IV, HEA program awards; 

(3) Prohibits an institution from making any other new 
obligations against Title IV, HEA program funds; and 

(4) Prohibits further guarantee commitments by the 
Seaetary under the Guaranteed Student Loan or PLUS 
programs for loans to students to attend that institution, and 
prohibits further disbursements by an institution which is a 
lender under the Guaranteed Student Loan or PLUS pro- 
grams (whether or not guarantee commitments have been 
Issued by the Secretary or a guarantee agency for such dis- 
bursements): 

(b) If an institution is temiinated during a payment pe- 
riod, any student at the institution who has received an award 
or to whom a commitment has been made before the effec- 
tive date of the temiination may receive a payment for that 
payment period. 

(c) For purposes of this section, a commitment— 

(1) Under the Pell Grant and Campus-based pro- 
grams, is defined in Sec. 668.25 and 

(2) Under the Guaranteed Student Loan and PLUS 
programs, occurs when the Secretary or a guarantee agency 
advises the lender that the loan will be guaranteed. 
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(Authority: 20 U.S.C. 1094) 

Sec. 668.95 Reimbursements, refunds and offsets. 

(a) The designated department official, administrative 
law judge or Secretary may require an institution to take 
reasonable and appropriate corrective action to remedy a 
violation of applicable laws, regulations, special arrange* 
ments. agreements or limitations. 

(b) The corrective action may include payment of any 
funds to the Secretary, or to designated recipients, which the 
institution improperly received, withheld, disbursed or caused 
to be disbursed. Conwtive action may, for example, relate 
to— 

(I) With respect to the Guaranteed Student Loan or 
PLUS programs— 

(1) Ineligibte interest benefits, special allowances or 
other claims paid by the Secretary; and 

(II) Discounts, premiums or excess interest paid in 
violations of Part 682 or 683 of Title 34 of the Code of Federal 
Regulations; and 

(2) With respect to all Title IV, HEA programs— 

(1) Refunds due to students under program regula- 
tions; and 

(ii) Any grants, woric-study assistance or loans made 
in violation of program regulations. 

(c) If any final decision requires an institution to reim- 
burse or make any other payment to the Secretary, the Sec- 
reta7 may offset these daims against any benefits or claims 
due to the institution. 

(Authority: 20 U.S.C. 1094) 

Sec. 668.96 Reinstatement after termination. 

(a) (1) An institution whose eligibility to participate in 
any or all of the Title IV. HEA programs has been terminated 
may file a request for reinstatement as a participating eligible 
institution. 

(2) Except for an institution that has been terminated 
forengaglng in substantial misrepresentation conceming the 
nature of Its educational program, the nature of its financial 
charges or the employability of its graduates, a request for 
reinstatement may not be made before the expiration of 1 8 
months after the effective date of the termination. 

(3) An Institution whose eligibility to participate was 
terminated because the institution engaged in substantial 
misrepresentation may not rec^est reinstatement before the 
expiration of three months after the effective date of the 
termination. 

(b) In order to be reinstated, an institution must- 

(1) Demonstrate to the Secretary's satisfaction that it 
has con^ted the violation(s) on which its temiination was 
based, including payment in full to the Secretary or to other 
recipients of funds that the institution has iirn^cpbriy re- 



ceived, withheld, disbursed or caused to be disbursed; 

> (2) Meetall the requirements for participation included 
in Subpart B; and 

(3) Enter into a new participation agreement with the 
Secretary. 

(c) The Secretary, within 60 days of receiving the re- 
instatement request- 

(1) Grants the request; 

(2) Denies the request; or 

(3) Grants the request subject to limltation(s). 
(Authority: 20 U.S.C. 1094) 

(Approved by 0MB under control #1840-0537) 
Sec 668.97 Removal of limitation. 

(a) An Institution whose eligibility to participate in ariy 
or all Title IV, HEA programs has been limited may not apply 
for removal of the limitation of its eligibility to participate 
before the expiration of 12 months from the effective cate of 
the limitation. 

(b) After the, minimum limitation period, the institution 
may request removal of the limitation. The request must be 
in writing and show that the institution has con^ted the vio- 
lations on which the limitation was based. 

(c) No later than 60 days after the receipt of the 
request, the Secretary responds to the institution— 

(1) Granting its request; 

(2) Denying its request; or 

(3) Granting the request subject to other limltation(s). 

(d) if the Secretary denies the request or established 
other limltation(s). the institution, upon request, is granted an 
opportunity to show cause why Its eligibility to participate 
should be fully reinstated. 

(e) The institution's request for a show cause meeting 
does notwaive its right to participate In any or all Title IV, HEA 
programs if it complies with the continuing limitation(s) pend- 
ing the outcome of the meeting. 

(Authority: 20 U.S.C. 1094) 

Subpart H Appeal Procedures for Audtt 
Determinations and Program Review 
Determinations 

Sec. 660.111 Scope and purpose. 

(a) This subpart establishes rules goveming the appeal 
of an Institution from a final audit determination or a final 
program review determination arising from an audit or pro- 
gram review of the institution's participation in any student 
financial assistance program authorized by Title IV of the 
Higher Education Act of 1965. as amended (HEA). (The Title 
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IV, HEA programs are listed in Sec 668.1(c)). 

(b) This subpart applies to any institution (as defined 
in Sec. 668. 1 (b)) that appeals a final audit determination or 
final program review determination. 

(c) This subpart does not apply to proceedings gov- 
emed by Subpart G of this part or to a determination that- 

(1) An institution fails to meet the applicable statutory 
definition set forth in sections 435, 481, or 1201 of the HEA, 
except to the extent that such a determination fomis the basis 
of a final audit determination or a final program review deter* 
minad'on; or 

(2) An institution fails to qualify for certification to par- 
ticipate in the Title IV, HEA programs because it does not 
meet the fiscal and administrative standards set forth in 
Subpart B of this part, except to the extent that such a 
determination forms the basis of afinal audit determination or 
a program review determination. 

(Authority: 20 U.S.C. 1094) 

S9G. 668.112 Definitions. 

As used in this subpart: 

•Designated ED official* means an official of the 
Education Department to whom the Secretary has delegated 
the responsibilities referred to In this subpart. 

^Finalauditdetermination'means the written notice of 
a determination issued by a designated ED official based on 
an audit of an institution's participation in any or all oftfieTitle 
IV, HEA programs covered under tfiis subpart 

"Rnal program review determination* means the writ- 
ten notice of a determination issued by a designated ED 
official and resulting from a program compliance review of an 
institution's participation in any or all of tiie Tide IV, HEA 
programs covered under tills subpart. 

(Autiiorily: 20 U.S.C. 1094) 

Sec. 668.113 Request for review. 

(a) An institution seeking the Secretary's review of a 
final audit determination era final program review determina- 
tion shall file a written request for review witii tiie designated 
ED official issuing tiie final audit determination or final pro- 
gram review determination. 

(b) The institution shall file its request for review and 
any records or materials admissible undertiie terms of Sees. 
668. 1 1 6 (e) and (0 of this subpart, no later tiian 45 days from 
the date it receives tiie final audit determination or final 
program review determination. 

(c) The institution shall attach to tiie request forreview 
a copy of tiie final audit determination or final program review 
determination, and shall- 

(1) Identify the issues and facts in dispute; and 

(2) State the institution's position togetiier witi) tiie 
pertinent facts and reasons supporting tiiat position. 



(Autfiority: 20 U.S.C. 1094) 

(Approved by 0MB under Control Number 1840^592) 
Sec. 668.114 Notification of hearing. 

(a) Upon receipt of an institution's request for review, 
tiie designated ED official arranges for a hearing on tfie 
record before an administrative law judge. 

(b) Witiiin 30 days of tiie designated ED official's 
receipt of an Institution's request for review, tiie administra- 
tive law judge establishes a schedule for tiie submissbn of 
briefs by botii tiie institution and tiie designated ED official. 

(c) The submission of briefs and of accompanying 
evidence admissible under tiie terms of Sees. 668.1 16 (e) 
and (f) shall be scheduled to occur no later than 120 days 
from tiie date upon which tiie administrative taw judge 
notifies tiie institution under paragraph (b) of tills section. 

(Autiiority; 20 U.S.C. 1094) 

Sec. 668.115 Prehearing conference. 

(a) In tiie event tiiat tiie administrative law judge con- 
siders a prehearing conference necessary, he may convene 
a prehearing conference. 

(b) The purpose of a prehearing conference is to allow 
tiie parties to settie or narrow tiie dispute. A prehearing 
conference consists of- 

(1 ) A telephone conference call; 

(2) An informal meeting of the parties with the admin- 
istrative law judge; or 

(3) The submission and exchange of written materials 
by the parties. 

(c) All prehearing conferences requiring appearances 
by tiie parties shall take place in the Washington, D.C. 
metropolitan area. 

(Autiiority: 20 U.S.C. 1094) 

S»c. 668.116 Hearing on the record. 

(a) A hearing on tiie record is a process conducted by 
tiie administrative law judge whereby an orderiy presentation 
of arguments and evidence Is made by tiie parties. 

(b) The hearing process consistsof the submission of 
written briefs to tiie administrative law judge by tiie Institution 
and by tiie designated ED official, unless tiie administrative 
law judge determines, under paragraph (g) of tills section, 
tiiat an oral hearing is also necessary. 

(c) Each party shall provide a copy of Its brief and any 
accompanying materials to tiie opposing party simultane- 
ously witii tiie filing of its brief and materials witii tiie admin- 
istrative law judge. 

(d) An institution requesting review of tiie final audit 
determination or final program review determination issued 
by tiie designated EDofficial shall have the burden of proving 
tiie following matters, as applicable- 
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(1 ) That expenditures questioned or disaliowed were 
proper; 

(2) That the institution complied with program require* 

ments, 

(e) (1) A party may submit as evidence to the adminis- 
trative law jucfee only materials within one or more of the 
following categories: 

(1) ED audit reports and audit work papers for audits 
performed by the United States Education Department Of- 
fice of Inspector General. 

(11) Institutional audit work papers, records, and other 
materials, if the institution provides those work papers, 
records, or materials to ED no later than the date by which It 
was required to file its request for review in accordance with 
Sec. 668.113. 

(iii) ED program review reports and work papers for 
program reviews. 

(iv) Institutional records and other materials provided 
to ED in response to a program review, if the records or ma< 
terials were provided to ED by th e institution no later than the 
date by which it was required to file its request for review in 
accordance with Sec. 668.113. 

(v) Other ED records and materials if the records and 
materials were provided to the administrative law judge no 
later than 3 days after the institution's filing of its request for 
review. 

(2) A party desiring to submit as evidence any mate- 
rials described in paragraph (e)(1) of this section shall submit 
that evidence with its initial brief. 

(f) The administrative law judge shall accept only 
evidence that is both admissible and timely under the terms 
of paragraph (e) of this section, and relevant and material to 
the appeal. Examples of evidence which shall be deemed 
irrelevant and immaterial except upon a dear showing of 
probative value respecting the matters described In para- 
graph (d) indude- 

( 1 ) Evidence relating to a period of time other than the 
period of time covered by the audit or program review; 

(2) Evic^ance relating to an audit or program review of 
an institution other than the institution bringing the appeal, or 
the resolution thereof; and 

(3) Evidence relating to the current practice of the 
institution bringing the appeal in the program areas at issue 
in the appeal. 

(g) (1) The administrative law judge may schedule an 
oral argument if he determines that an oral argument Is 
necessary to clarify the issues and the positions of the parties 
as presented In the parties' written submissions. 

(2)lnthe eventthatan oral argumentls conducted, the 
designated ED official shall make a transcribed record of the 
proceedings and shall make that record available to the 
institution upon its request and upon its payment of a fee 



consistent with that prescribed under the Department of 
Educatk>n Freedom of information Act regulations (34 CFR 
Parts). 

(h) Any oral argumentshall take place in the Washing- 
ton, D.C. metropolitan area. 

(i) Either party may be represented by counsel. 
(Authority: 20 U.S.C. 1094) 

/ 

Sac. 688.117 Authority and rasponalbllltlet of the 
administrative law Judge. 

(a) The administrative law judge regulates the course 
of the proceedings and the conduct of the parties following a 
request for review and takes all steps necessary to conduct 
fair and impartial proceedings. 

(b) The administrative law judge is not authorized to 
Issue subpoenas or compel discovery, as provided for In the 
Federal Rules of Civil Procedure. 

(c) The administrative law judge shall take whatever 
measures are appropriate to expedite theproceedlngs. These 
measures may Indude, but are not limited to, one or more of 
the following: 

(1) Scheduling of conferences. 

(2) Setting time limits for oral arguments and the 
submission of briefs. 

(3) Temiinallng the hearing process and issuing a 
deciston against a party if that party does not meet time limits 
established by the administrative law judge. 

(d) The administrative law jud^e Is bound by all 
applicable statutes and regulations. The administrative law 
judge may not- 

(1) Waive applicable statutes and regulations: or 

(2) Rule them invalid. 
(Authority: 20 U.S.C. 1094} 

Sec. 668.118 Decision of the admlnlstratlva law Judge. 

(a) Upon review of the parties' written submissions 
and termination of the oral argument if one is hold, the 
administrative law judge issues a written dedsion. 

(b) The administrative law judge's dedsion states and 
explains whether the final audit detemiination or final pro- 
gram review detemiination issued by the designated ED 
official was supportable, in whole or in part. 

(c) The administrative law judge bases any findings of 
fact only on evidence property presented before him. on 
matters given official notice, or on facts stipulated to by the 
parties. 

(Authority: 20 U.S.C. 1094) 

Sec. 668.119 Appeal to the Secretary. 



(a) Within 15 days of Its receipt of the initial decision 
of the administrative law judge, a party wishing to afjpeal the 
decision shall submit a brief or other written material to the 
Seaetary explaining why the decision of the administrative 
law judge should be overturned or modified. 

(b) The party appealing the initial decision shall, 
simultaneously with Its filing of the appeal, provide the 
opposing par^ with a copy of Its brief or other w-titten 
material. 

(c) In its brief to the Secretary, the party appealing the 
Initial decision may submit proposed findings of fact or 
conclusions of law. However, the proposed findings of fact 
must be supported by> 

(1) The admissible Qvndence already In the record; 

(2) Matters that may be given official notice: or 

(3) Stipulations of the parties 

(d) The opposing party shall file its response to the 
appeal, If any. with the Secretary within 1 5 days of that party's 
receipt of the appeal to the Secretary. 

(e) The opposing party shall, simultaneously with the 
filing of any response, provide a copy of its response to the 
appeal to the party appealing the initial dedsion. 

(0 Neither party may introduce new evidence on 
appeal. 

(Authority: 20 U.S.C. i094) 

Sec. 668.120 Doclsion of the Secretary. 

(a) Following an appeal from the administrative law 
judge's Initial decision, the Secretary issues a dedsion that 
affirms or, for good cause shown, modifies, remands, or 
overturns the initial decision of the administrative law judge. 

(b) If the Secretary modifies, remands, or overturns 
the initial dedsion of the administrative law judge, theSecre* 
tary issues a decision that- 

(1 ) Includes a statement of the reasons for this action; 

(2) Is provided to both parties; and 

(3) Unless the dedsion is remanded to the administra- 
tive law judge for fi;rther review or determination ot fact, 
becomes final upon its issuance. 

(Authority: 20 U.S.C. 1094) 

Sec. 668.121 Final decision of the Department. 

(a) In the event that the initial decision of the adminis- 
trative law judge is appealed, the dedsion of the Secretary is 
the final decision of the Department, unless the administra- 
tive law judge's decision is remanded by the Secretary. 

(b) In the event that the initial decision of the adminis- 
trative law judge is not appealed within the time limit specified 
in Sec. 668.119 (a), the initial dedsion automatically be- 
comes the final decision of the Department. 



(Authority: 20 U.S.C. 1094) 

Sec. 668.122 Determination of filing, receipt, and 
submission dates. 

(a) The request for review, appeals, and other written 
submissions referred to in this subpart may be either hand- 
delivered or mailed. 

(b) All mailed written submissions referred to in this 
subpart shall be mailed by certified mail, return receipt 
requested. 

(c) Determination of filing, receipt, or submission 
dates shall be based on either the date of hand*delivery orthe 
date of receipt indicated on the original U.S. Postal Service 
return receipt. 

(Authority: 20 U.S.C. 1094) 

Sea 668.123 Collection. 

To the extent that the dedsion of the Secretary sus- 
tains the final audit detemiination or final program review 
detemilnation, ED will take steps to collect the debt at issue 
or otherwise effect the detemiination that was the subject of 
the request for review. 

(Authority: 20 U.S.C. 1094) 

[FR Doc. 87-18352 Filed 8-1 1-87; 8:45 am.] 

(Authority: 20 U.S.C. 1082. 1094) 

Appendix A-Track Record Disclosure Forms 

This appendix provides fomis for institutions to use to 
disdose to prospective students the information required by 
34 CFR 668.44(c)(1)(ii) through (iv). The use of these forms 
is required by 34 CFR 668.44(f). 

An Institution shall use Form I in connection with a 
program offered for a vocational, trade, or career occupation 
for which there exists a State licensure or certification exami- 
nation required by the State for employment in the occupa- 
tion. For all other programs for which disclosures under 34 
CFR 668.44(c)(1)(ll) through (Iv) are required, the institution 
shall use Form II. 

Form I: 

HOW OUR STUDENTS ARE DOING 

To help you make a good decision about whether to 
sign up for (name of program), (nameof Inst ltution)wanlsyou 
to know that, according to the latest information— 



or of the students In this program 

scheduled to graduate in (year) went on to graduate; 

* %t or of the students scheduled to graduate 

in thatyear have found jobs in (nameof occupation orfieW for 
which training Is offered); and 
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%. or of the studanls of this program taking 

the (name of test) administered by the State of (name of State 
in which the program is being pff^red to the student) In (year) 
passed that examination. 



I have read and understood the graduation rate, 
licensing or certification examination pass rate, and job 
placement rate information provided above. 



Date 



(Prospective student's signature) 

•We have been told by of the students that were 

scheduled to graduate in ^at year that, even though they 
graduated! they decided rK}t to look for a job in that occupa* 

tion. Also. of the students scheduled to graduate In that 

year havenot responded to our job placement questionnaire, 
sc we do not know whether they have found jobs or not 

Form ii 

HOW OUR STUDENTS AHE DOING 

To help you make a good decision about whether to 
sign up for(name of program), (nameof institution) wants you 
to know that, according to the latest infomiation— 



%, or of the students in this program sched- 
uled to graduate in (year) went on to graduate; and 

* %, or of the students scheduled to graduate 

In that year have found jobs in (name of occupation or field for 
which training is offereid). 



I have read and unoerstooc^ the graduation rate and 
job placement rate Infomiation provided above. 



Date 



(Prospective stud&nt's signature) 

*We have been told by of the students scheduled to 

graduate in that year that, even though they graduated, they 

decided not to look for a job t n that occupation. Also. of 

the students scheduled to graduate In that year have not 
responded to our job placement questionnaire, so we do not 
know whether they have found jobs or not 

Appendix B-Standards for Audit of 
Governmental Organizations, Programs, 
ActlvKies, and Functions (GAO) 

Part III Chapter 3*ln dependence 



(a) The Third general standard for governmental 
auditing is: In matters relating to the audit work, the audit 
organization and the individual auditors shall maintain an 
independent attitude. 

(b) This standard places upoi> the auditor and the 
audit organization the responsibility for maintaining suf fk^ient 
independence so that their opinions, conclusions, judg- 
ments. and recommendatk>ns will bf/ impartial. If the auditor 
Is notsufficientlyindependdnt to produce unbiased opinions, 
condusksns. aixi judgments, he should state in a prominent 
place In the aucfit report his relationship with the organization 
or offidals being audted.\1\ 

(c) The auditor should con sider not only whether his or 
her own attitude andbeliefspemiithim or herto be independ- 
ent but also whether tiiere Is anytfilng about his or her 
situation which would lead others to questbn his or her 
independence. Both situations deserve conskJeration since 
itis important notonly that the auditor be. in fact Indepondent 
and impartial but also tiiat other persons will consider him or 
her so. 

(d) There are three general classes of impalmients 
tiiat tiie auditor needs to consider; these are personal, 
external, erd organizational impairments. If one or more of 
tiiese are of such significance as to affect the auditors ability 
to perform his or her work and report its results imparl^lly, he 
or she should decline to perform tiie audit or Indicate in tiie 
report tiiat he or she was not fully indepondent 

Personal Impaimionts 

There are some drcumstances In whk^h an audtor 
cannot be impartial because of his or her views or his or her 
personal situation. These circumstances might inciudo: 

1. Relationships of an official, professional, and/cr 
personal nature that might cause tiie auditor to limit the 
extent or character of tiie inquiry, to limit dsdosure. or to 
weaken his or her findings in any way. 

2. Preconceived Ideas about the objective or quality of 
a particular operation or personal likes or dislikes of individu- 
als, groups, or objectives of a particular program. 

3. Previous involvement in a decisionmaking or 
management capacity in the operations of tiie govemmenial 
entity or program being audited. 

4. Biases and prejudices, including tiiose induced by 
political or sodal convictions, which result from employment 
in or loyalty to a particular group, entity, or level of govern- 
ment. 



\1\ If tiie auditor is not fully Independent because he or she is 
an employee of tiie audited entity, it will be adequate disclo- 
sure to so indicate. If tiie auditor is a practicing certified public 
accountant his or her conduct should be governed by tiie 
AICPA 'Statements on Auditing Procedure." 
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5. Actual or potential restrictive Influence when the 
auditor performs preaudit work and subsequently performs a 
post audit 

6. Rnancial interest, direct or indirect, In an organiza- 
tion or facility which is benefiting from the audited programs. 

Extemal Impairments 

Extemal factors can restrict the audit or impinge on the 
auditor's ability to fomi Independent and objective opinions 
and conclusions. For example, under the following condi- 
tions either the audit itself could be adversely affected or the 
auditor would not have complete freedom to make an inde- 
pendent judgment\2\ 

1. Interference or other influence that improperty or 
imprudjntly eliminates, re&tricts. or modifies the scope or 
character of tiie audit 

2. Interference with the selection or application of 
audit procedures or the selection of activities to be examined. 

3. Denial of access to such sources of information as 
books, records, and supporting documents or denial of op- 
portunity to obtain explanations by officials and employees of 
the governmental organizations, program, or activity under 
audit 

4. Interference in the assignment of personnel to the 
audit task. 

5. Retaliatory restrictions placed on funds or other 
resources dedicated to the audit operation. 

6. Activity to overrule or significantly influence the 
auditor's judgment as to the appropriate content of the audit 
report. 

7. Intiuonces that place the auditor's continued em- 
ployment in jeopardy for reasons other than competency or 
the n?ed for audit services. 

8. Unreasonable restriction on the time allowed to 
competently complete an audit assignment. 

Organizational Impairments 

(a) The auditor's independence can be affected by his 
or her place within the organizational structure of govern- 
ments. Auditorsemployedby Federal, State, orlocal govern- 
ment units may be subject to policy direction from superiors 
who are involved either Jirectly or indirecJy in the govern- 
ment management process. To achieve maximum inde- 
pendence such auditors and the audit organization itself not 
only should report to the highest practicable echelon within 
their government but should be organizationally located 
outside the line-management function of the entity under 
audit 



\2\Some of these situations may,constitute justifiable limita- 
tions on the scope of the wori<. In such cases the limitation 
should be identified in the auditor's report. 



(b) These auditors should also be sufficiently re- 
moved from political pressures to ensure that they can 
conduct their auditing objectively and can report their conclu- 
sions completely without fear of censure. Whenever feasible 
they should be under a system which will place decisions on 
compensation, training, job tenure, and advancement on a 
merit basis. 

(c) When independent public accountants or other 
Independent professionals are engaged to perform wori< that 
includes inquiries Into compliance with applicable laws and 
regulations, efficiency and economy of operations, orachleve- 
ment of program results, they should be engLjed by some- 
one other than the officials responsible for the direction of the 
effort being audited. This practice re...ovesthe pressure that 
may result if the auditor must criticize the performance of 
those by whom he or she was engaged. To remove this 
obstacle to independence, governments should arrange to 
Lave auditors engaged by officials not directly involved In 
operations to be audited. 

Appendix C-Appendix I, Standards for Audit 
of Governmental Organizations, Programs, 
Activities, and Functions (GAO) 

Qualifications of Independent Auditors Engaged by Govern- 
mental Organizations 

(a) When ouiside auditors are engaged for assign- 
ments requiring the expression of an opinion on financial 
reports of governmental organizations, only fully qualified 
Dublic accountants should be employed. The type of quali- 
fications, as stated by the Comptroller General, deemed 
necessary for financial audits of govemmental organizations 
and programs is quoted below: 

"Such audits shall be conducted * * * by independent 
certified public accountants or by independent licensed public 
accountants, licensed on or before December 31 , 1 970, who 
are certified or licensed by a regulatory authority of a State or 
other political subdiwsion of the United States: Except that 
independent public accountants licensed to practice by such 
regulatory authority after December 31, 1970, and persons 
who although not so certified or licensed, meet, in the opinion 
of the Secretary, standards of education arid experience 
representative of the highest prescribed by the licensing 
autfiorities of the several States which provide for the con- 
tinuing licensing of public accountants and which are pre- 
scribed by the Secretary in appropriate regulations may 
perform such audits until December 31 , 1975; Provided, That 
if the Secretary deems it necessary in the public interest, he 
may prescribe by regulations higher standards than those 
required for the practice of public accountancy by the regu- 
latory authorities of th^ States. "AU 



\1\ Letter (B-148144, September 15, 1970) from the Comp- 
troller General to the heads of Federa! departments and 
agencies The reference to "Secretary" rweans the head of 
the department or agency. 
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(b) The standards for examination and evaluation re- 
quire consideration of applicable laws and regulations in the 
auditor's examination. The standards for reporting require a 
statement in the auditor*^ report regarding any significan*. 
instances of noncompliance disclosed by his or her examina- 
tion and evaluation work. What is to be included in this 
statement requires judgment Significant instances of non- 
compliance, even those not resulting in legal liability to the 
audited entity, should be included. Minor procedural non- 
compliance need not be disclosed. 

(c) Althouqh the reporting standard is ganerally on an 
exoep^'onbasis->matoniy noncompliance need be reported- 
it should be recognized that governmental entities often want 
positive statements regarding whether or not the auditor's 
tests disclosed instances of noncx^mpllance. This is particu- 
iarly true in grant programs where authonzing agencies 
frequently want assurance in the auditor's report that this 
matter has been considered. For such audits, auditors 
should obtain an understanding with the authorizing agency 
as to the extent to which such positive comments on compli- 
ance are desired. When coordinated audits are involved, the 
audit program should specify the extent of comments that the 
auditor is to make regarding ompliance. 

(d) When noncompliance is reported, the auditor 
should place the findings in proper perspective. The extent 
of instances of noncompliance should be related to the 
number of cases examined to provide the reader with a basis 
forjudging the prevalence of noncompliance. 

Appendix Default Reduction Measures 

This appendix desaibes measures that an institution 
with a high default -ate under the QSL and SLS programs 
should find helpful m reducing defaults. An institution with a 
fiscal year default rate that exceeds tho threshold rate for a 
limitation, suspension, or termination action under Sec. 668. 1 5 
may avoidthose sanctions by demonstrating that it has made 
a diligent effort to implement the measures included in this 
Appendix. Other institutions should strongly consider taking 
these steps as well. 

To reduce defaults, the Secretary recommenc's that 
the institution take the following measures: 

I. Measures to Reduce Defaults by Dropouts 

1 . Revise admission policies and screening practices, 
consistent with applicable State law, to ensure tliat students 
enrolled in the institution, especially those admitted under 
"ability to benefir criterion or those in need of substantial 
remedial work, have a reasonable expectation of succeeding 
in their programs of study. 

2. Improve the availability and effectiveness of aca- 
demic counseling and other support services to decrease 
withdrawal ratei;. particuiariy with respect to academically 
high-risk students. 

3. In consultation with the cognizant accrediting body, 
attempt to reduce its withdrawal rate by improving its curric- 
ult. facilities, materials, equipment, qualifications and size of 
faculty, and other aspects of its educatiop-^l program. 

4. Increase the frequency of reviews of in-school 
status of bon^owers to ensure the institution's prompt recog- 
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nition of instances in ^t'hich bonx)wers withdraw without 
notice to the institution. 

5. Implement a compensation structu e for commls- 
sionedenrollinentrepresentatiyesandsalesnien underwhich 
a representative or satecman earns no more than a nominal 
commission for enrolling students that never attend school, 
and progressively greater commissions for students who 
remain in school for substantial periods. 

6. Implement a pro rata refund policy, as defined in 34 
CFR 682.606(b)(2) and(c). 

7. Delay certification of a first-time bonx>wer's toan 
application, as described in 34 CFR 682.603(c). 

8. Except in the case of a program of study by 
correspondence, requm each first-time student bonxwer to 
endorse the loan check at the institution, and pick up at the 
institution any loan proceeds remaining after deduction of 
institutional diarges. 

II. Measures to Reduce Defaults Related to Borrow- 
ers* Difficulty Finding Employment 

1. Expand its job placement program for its students 
by, for example, increasing contacts with local employers, 
counseling students in job search skills, and exploring with 
local employers the feasibility of establishing internship and 
cooperative education programs. 

2. In consultation with the cognizant accrediting body, 
attempt to improve its job placement rate and licensing 
examination pass rate by improving Its curricula, facilities, 
iTiaterials. equipment, qualifications and size of faculty, and 
other aspects of educational program. 

3. Establish a liaison for job infomiation and place- 
ment assistance with the k)cal office of the United States 
Employment Service and the Private Industry Council sup- 
ported by the U.S. Department of Labor. 

III. Measures To Improve Borrowers* Understanding 
and Respect for the Loan Repaymi>nt Obligation 

1. In cooperation with the lender and in compliance 
w;th law, including the Fair Debt Collection Practices Act, if 
applicable, con. X each bon^ower witii respect to whom the 
lender has requovted predaims assistance from the guaran- 
tee agency to urge the bonx)wer to repay the loan and to 
emphasize the consequences of default listed in item 
lll.5(a)(3)(ii). below, by means of telephone contacts and 
letters senfFonv^rdingand Address Connection Requested." 

2. In cooperation with the lender and in compliance 
with law, including the rair Debt Coilectiop Practices Act. if 
applicable, contact a bon^ower during the grace period in 
order to- 
ll) Remifid the bon^ower of the importance of the 

repayment obligation and of the consequences of default 
listed in item lll.5(a)(3)(ii). beiov/. by means of telephone 
contacts arid letters sent "Forwarding and Address Connec- 
tion Requested*; and 

(ii) Update the institution's records regarding the 
bon^wer's address.' telephone number, employer, and 
emp^yer's address. 
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3. At the time of a boncwefs admission to the institu- 
tion, obtain information from the borrower regartfing refer- 
ences and family members beyond those provided on the 
loan application, to enable the Institution to provide the lender 
with a variety of ways to locate a borrower who later relocates 
without notifying the lender. 

4. Require an enrollrnent representative or salesman 
to e xplain carefully to a prospective student that, except in the 
case of a joan made or originated by the institution, the 
student's dissatisfaction with, or nonreceipt of, the educa- 
tional serwces being offered by the institution does not 
exctise the borrower from repayment of any GSL or SLS loan 
made to the borrower for enrollment at the institution. 

5. Conduct the following counseling activities In addi- 
tion to these described in 34 CFR Part 682. Subpart F: 

(a) As part of the initial loan counseling provided to a 
GSL or SLS borrower— 

(1) Provide infbmiation to the bomjwer regartfing, and 
through the use of a written test and intensive additional 
counseling for those who fall the test, ensure the bom)wer*s 
comprehension of, the temis and conditions of GSL and SLS 
program loans, including— 

(1) The stated interest rate on the borrower's loans; 

(ii) The applicable grace period provided to the bor- 
rower and the approximate date the first installment payment 
will be due: 

(iii) A description of the charges imposed for failure of 

the borrower to pay allorpartofaninstallmentpaymentwhen 
due; and 

(iv) A description of any charges that may be imposed 
as a consequence of default, such as liability for expen^^^s 
reasonably incurred in attempts by the lender or guarantee 
pgancy to collect the loan, including attorney's fees; 

(2) Explain the borrower's rights and responsibilities in 
the GSL and SLS loan programs including— 

(i) The bomjwer's responsibility to infonn his or her 
fender immediately of any change of name, address, tele- 
phone number, or Social Security number; 

(ii) The borrower's right to de^mient, cancellation or 
postponement of repayment, and the procedures for obtain- 
ing those benefits; 

(jii) The borrower's responsibility to contact his or her 
lender in a timely manner, beforu the due date of any 
payment he or she cannot make; and 

(iv) The availability of forbearance under the circum- 
stances and procedures described in 34 CFR Part 682; 

(3) Provide to the borrower— 

(i) (A) General infomiation on the average indebted- 
ness of student borrowers who have obtained GSL or SLS 
program loans for attendance at that institution and the 
average anwunt of r required monthly payment basea on 



that indebtedness; or 

(B) The estimated balance owed by the bom)wer on 
GSL and SLS loans, and the average amount of a required 
monthly payment based on that balance; and 

(ii) Detailed infomiation regarding the consequences 
of the feulure to repay the loan, including a damaged credit 
rating for at least 7 years, loss of generous repayment 
schedule and defemrwntoptions, possible seizure of Federal 
and State income tax reftjnds due, exposure to civil suit, 
liability for collection costs, possible refenraloftheaccountto 
a collection agency, garnishment of wages if the borrower is 
a Federal employee, and loss of eligibility for further Federal 
Title IV student assistance. 

(4) Review the repayment options (e.g.. loan consoli- 
dation, rc^.iancing) available to the borrower; 

(5) Explain the sale of loans by landers and the use by 
lenders of outside contractors to service loans; and 

(6) Provide general infomiation on budgeting of living 
expenses and other aspects of personal financial manage- 
ment. 

(b) As part of the exit counseling provided to a GSLor 
SLS borrower— 

(1) Provide the counseling and testing described in 
paragraph (a) for the initial loan counseling; 

(2) Provide a sample loan repayment schedule based 
on the borrower's total loan indebtedness for attendance at 
that institution; 

(3) Provide the name and address of tho twrrowers 
lender(s) according to the institution's records; 

(4) Provide guidance on the preparation of correspon- 
dence to the borrower's lender(s) and completion of defer- 
ment forms; and 

(c) Obtain infomiation from the borrower regarding the 
bonower's address, the address of the borrower's next-of- 
kin, and the name and address of the borrower's expected 
employer. 

6. Use available audio-visual materials, such as vid- 
eos and films, to enhance the effectiveness of Its initial and 
exit counseling. 

IV. General 

1 . Conduct an annual comprehensive self-evaluation 
of its administration of the Tide IV programs to identify 
institutional practices that should be modified to reduce 
defaults, and then implement those modifications. 

Note.-This appendix is not to be codified in the Code 
of Federal Regulations. 
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Appendix-Summary of Comments and 
Responses 

June 5. 1989 Fedftrat ftgalster 

Section 668.15 Additional factors for evaluating; 
administrative capability. 

Commerits: The majority of commenters objected 
the provisions in this section that would authorize the hitia- 
tion of an LSI action against a school with a GSL and SLS 
default rate greater than 20 percent Many commenters 
objected to use of this criterion to eliminate a school from 
partidpation in all Federal student financial aid programs. 
They believed that this factor rilone was not an adequate 
indicatorof a school's administrative capability. Many com- 
menters also believed that a school should have the option 
of implementing a default reduct'on plan to reduce Its default 
rate prior to action by the Secretary to tenninate the school. 

Discussion: Several changes have been made. The 
Secretary has revised this section toimplementa rnulti-tiered 
approach that authorizes the initiation of an LSI action 
beginning in 1991 if the school's default rate exceeds 60% 
(this standard to be towered to 40% in Inaements of 5% by 
1995), or If that rate exceeds 40% and has not been reduced 
by an increnientof at least 5% from the preceding year's rate. 
Under Sec. 682.604 and 682.606, schools with default rates 
over 30% would be subject to two mandatory default reduc- 
tion measures— a pro rata refund policy and delayed certifi- 
cation of ban applications for first-timo borrowers. Rnaliy, 
under this section, schools with default rates over 20% would 
be required to implement default management plans estab- 
lished by the Secretary on a case-by-case basis, with com- 
ponents of the plan being drawn from Appendix D, recom- 
mendations of the school and guarantee agencies, and other 
sources. The school would be provided an opportunity for an 
Informal hearing prior to imposition of a plan. 

Comments. Several commenters disagreed with the 
use of a fiscal year default rate. They thought that a cumula- 
tive rate or a rate that reflected a longer time frame would be 
more equitable. Other commenters urged the useof adollar- 
basud rate, rather than a bon'ower-based rate, and a number 
of commenters urged that the rate take account of post- 
default collections. Some commenters also expressed con- 
cern about the quality of available data on defaults. 

Discussion: No change has been made. The Secre- 
tary believes that using a fiscal year default rate is more 
equitable than using a cumulative rate because it does not 
penalizea school for a high default rate incurred before it took 
steps to reduce defaults. Indeed, the positive results of 
actions taken by a school to reduce its default rate would be 
readily evident from its fiscal year rates, but not from its 
cum ulative rate. Further, a default that takas place more than 
two years after the borrower leaves school is unlikely to be 
attributable to the actions of the school and should therefore 
not be charged to the school. 

A borrower-based rate has been retained in prefer- 
ence to a dollar-based rate to avoid numerous technical 
issuer inherent in the latter approach, such as the calculation 
of outstanding balances, attribution of payments, capitaliza- 
tion of interest, and the like. A dollar-based rate would also 
tend to unfairiy and artificially reduce the rates for longer 
programs, since graduates of those programs have loan 



balances that are much larger, relative to the loan balances 
of default-prone dropouts, than the graduates of shorter 
programs. Recognizing past problems with the c^ality of 
default-related data submitted to the Department by guaran- 
tee agendes, the Secretary has recentiy revised the report- 
ing requirements for guarantee agencies to insure that the 
data collected from all guarantee agendes on which actions 
would be taken under these regulations is both accurate and 
complete. 

Comments: One commenter asked how defennents 
are treated in the default rate calculation. 

Discussbn: No change has been made. It is the entry 
of a loan into repayment that is relevant to the default rate 
calculation. Subsequent deferments are considered as 
falling within the repayment period. The end of a defemient 
period does not result in the borrower "entering repayment," 
even though the duty to make payments resumes at that 
time, since the borrower is considered to have been in 
repayment throughout the defemient period. Thus, a defer- 
ment granted a borrower after entering repayment on a loan 
in a given fiscal year is Ignored in calculating the school's rate 
for that fiscal year. This is necessary both because not aH 
defennents appear on the "tape dump" (the cun'ent source of 
the Secretary's default infomiation) and because a default by 
a borrower after leaving deferment status may be too re- 
moved in time fnam the borrower's attendance at the school 
to be fairiy charged to the school. 

Com ments : Many co m mentors daimed that it is u nfair 
to place the burden of proof on the school to justify a high 
defeuitrate. One commenter representing numerous lend- 
ers supported pladng the burden of proof on the school, but 
recommended that a 50% default tate be used to trigger this 
rather than the 20% rate proposed in the NPRM. Many 
commenters objected to exduding the composition of the 
student body as an acceptable explanation for a high default 
rate. Other commenters wanted schools to have the option to 
deny certification of a loan, as well as require cosigners or 
credit checks for borrowers, to enable them to refuse loans 
to likely defaulters. 

Discussion: Achange has been made. Section 668.90 
has been revised to clarify the defense that may be used to 
avoid LST sanctions. The Secretary believes that the burden 
of proof is appropriately placed on the school to demonstrate 
its administrative capability when a high default rate gives 
rise to a strong inference that this capability is lacking. At the 
high default rates spedfied in the final rule, this inference 
cleariy arises. The recommendation that schools be allowed 
to require cosigners or credit checks, and to refuse to certify 
applications for otherwise eligible Stafford and SLS bon'ow- 
ers, would require legislative changes to implement, and thus 
are beyond the scope of these regulations. 

Comments: Several commenters were disturbed by 
the possibility that schods with very few bon^owers would be 
subject to sanctions based on their default rates. 

Discussion; Achange has been made. The Secretary 
recognizes that schools with very few boncvers could be 
placed at a disadvantage u they are judged under the default 
rate formula outlined in the NPRM, so he has revised that 
provision to evaluate a- school With 30 bon^owers or less 
entering repayment In a fi&cal year based on a "roiling" three- 
year average default rate. In addition, It should be noted that 
an LST action allov« i by this regulation agr inst high default 
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rate schools fs not mandatory, and could be declined If a 
school's default volume Is so low that the Departmenrs 
resources would be more effectively employed m other ways. 

Comments: A number of commenters recommended 
that the default rate calculation not treat as defaults, loans on 
which the borrowers begin or resume repayment after de- 
fault. 

Discussion: No change has been made. The fiscal 
year default rate is designed to yield information as to a 
school's performance in default-related matters. The use of 
post'<Jefault collection information would reduce the useful- 
ness of the rate for this purpose by introducing factors 
unrelated to a schooPs default-related performance, such as 
the guarantor's effectiveness in collecting defaulted loans. 

Comments: Several commenters asked whether a 
school would be given "credif for defaulted loans that are 
purchased by that Institution. 

Discussion: A change has been made. The Secretary 
believes that a payment made by a school or related party to 
avoid a defau It is not an appropriate basis forexcluding a loan 
from a schooFs default rate, and has revised this section to 
reflect that position. 

SecUon 668.22 DIttrlbutfon fcrmula for Institutional 
refunds and for repayment of disbursements made to 
the student for non-institutional cosU 

Coniments:Anumberofcommenters suggested that 
it would be inappropriate and unfair to establish, under 
proposed Sec. 668.22(a)(3) (i) and (ii). two distinct refund 
attribution formulas-one for GSL, SLS. and PLUS loan recipi- 
ents, and one for other students. 

Discussion: A change has been made. Since the 
proposed revisions to Sec. 668.22 were based on the appli- 
cation of a pro rata requirement to all schools, these regula- 
tions do not revise current Sec. 668.22. Pursuant to Sec. 
682.606(b)(2) of these final regulations, a schrol is required 
to adopt a pre rata refund policy as one of two "core* default 
reduction measures only if its default rate exceeds 30%. and 
then only for certain borrowers and academic periods. 

Section 668.44 instltutionai information 

Comments: A number of comn centers suggested that 
the disclosures required by Sec. 668.44 (c) through (f) of the 
NPRM should be reserved for institutions having "unaccept- 
able* default rates. Many commenters agreed that the disclo- 
sures are needed, but suggested that they apply to all 
programs and all schools. Several commenters supported 
the Secretary's proposal to target these disclosures to voca- 
tional training programs, partlculariy given the aggressive 
mari^ting techniques employed by many trade and technical 
schools. 

Discussion: No change has been made. White the 
prtv-^sions of current Sec. 668.44 (a) and (b) are applicable 
to a\ schools, the Secretary believes that the dropout rate, 
placement rate, and State licensing examinatr ) pass rate 
disclosures, specified in Sec. 668.44 (c) through (f), should 
be mandated only for a school that offers either r.n under- 
graduate non-baccalaureate trad^ program or another pro- 
gram (whether or not undergraduate ncn-baccalaureato) for 
which it makes a claim regarding job placement In order to 



attract prospective students. As stated in the preamble to the 
NPRM, the Secretary believes that adequate and accurate 
infomiation on these matters is of critical importance to 
prospective students evaluating the quality of such pro- 
grams. It should >ta noted that the provisions of Sec. 668.44 
(c) through (f) would not apply to a program that is primarily 
intended as preparatory for, and acceptable towards, a 
baccalaureate or equivalent level degree (e.g., Assodate of 
Arts degree programs offered by community colleges), as 
distinguished from a course of study designed to provide a 
complete vocational training program. 

Comments: Many commenters expressed concerns 
about the administrative burden imposed by the information 
collection and disclosure activities required by Sec. 668.44 
(c) through (e), and by the requirement that a school utilize 
and maintain the fomis required by Sea 668.44(0 and 
Appendix A to Part 668. As a result a number of commenters 
recommended that the disclosures specified in the NPRM 
only be required of schools having unacx»ptable default 
rates. 

Discussion: No change has been made. By statute, a 
school mustdisdose dropout rate, placement rate, and State 
licensing examination rate information forany programs as to 
which the school makes a marketing claim regarding job 
placement. See section 487(a)(8) of the HEA. This require- 
ment applies to high default and tow default schools alike. 
Given the fact that undergraduate nonbaccalaureate voca- 
tional training programs are marketed and purchased almost 
exclusively for their value in imparting employable vocational 
skills, the intent of section 487(b)(8) can be achieved only if 
the informatton listed in Sec. 668.44 (c> through (0 is ds- 
ctosed for each program of that type. Moreover, it is apparent 
that the martlet forces that should operate to reward effective 
programs and weed out the ineffective ones are not currently 
working. The Secretary believes that more informed con- 
sumer diolce will do much to correct that problem, and 
thereby substantially reduce default, but this can only be 
accomplished If consumers have a ^ss to the information 
required under these provisions for all programs of this 
nature, good and bad. The Secretary, in Sec. 668.44(f), has 
also spedfied that the required infomiatfon described in Sec. 
668.44(c) (2) through (4) be dsdosed to prospective stu- 
dents using the Irack record" disclosure forms contained in 
Appendix A. The Secretary believes that the use of a stan- 
dardized fomi. in an easy-to-read fomiatand in language that 
can be readily understood by all students, will greatiy en- 
hance a prospective studenfs ability to fully consider the 
jnfomiation provided, and to compare the various programs 
in which he or she may be interested. 

Co mments: One com menier indicjated that a variety of 
factors could affect the decision of a graduate not to seek 
employment in the occupation for which the training was 
offered by the schod. The commenter argued that the job 
placement rate calculation specified in Sec. o68.44(c)(3) 
should exclude these graduates. 

Discussion: A change has been made. The Secretary 
agrees that there may be valid reasons why a graduate of a 
program does not seek employmeit in the occupation for 
which the training was offered. Section 668.44(c)(3) of these 
final regulations has been revised to allow a school to note in 
its disclosure the number of graduates who state in writing 
that they have chosen not to seek employeni in the occupa- 
tion for which *Jiey were trained. However, this provision does 
not allow the school to indude a graduate who discontinues 
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seeking such employment after an unsuccessful search. 

Comments: One commenter recommended that the 
•completion rate" calcu'ation in Sec. 668.44(c)(4) include as 
completions bonx)wers who leave school to accept employ- 
ment in the occupation for which the training was offered. 

Di<;cussion: A change has been made. Section 
668.44(c)(4) has been revised to Include as completions in 
the completion rate calculation those students who fiave not 
successfully completed the program (i.e., graduated), but 
who have obtained full-time employment in the occupation 
for which the training was offered within 150% of the nomial 
time for completion of the program. 

Comments: One commenter suggested that, in using 
the docurrients speafied in Appendix A to Part 668, as 
required by Sec. 668.44(0. accommodation should be made 
for institutions that serve largely Spanish-speaking popula- 
tions. 

Discussion: A change has been made. Section 
668.44(0 has been revised to permit the use of a foreign 
language version of the forms tor students whose primary 
language is not English. 

Comments: One commenter recommended that the 
Secretary, as part of these default reductton measures, 
require lenders to dsdose to borrowers information about 
the role that secondaiy markets play in the GSL. SLS, and 
PLUS programs. The commenter also suggested that lend- 
ers be required to give notice to the guarantor, the school, 
and the student whenever a loan is sold or transferred to 
another eligibte tender. 

Discussion: No change has been made. While the 
Secretary agrees with the concems expressed by the com- 
menter, the suggestions are not within the scope of the final 
regulations. A separate NPRM, in which these issues will be 
addressed, is currently under development 

Section 668.90 Initial and final decisions-appeals 

Comments: The comments received for this section 
min-or td the comments made under Sec. 668.15. The major 
issues addressed by commenters were the use of a 20% 
default rate as a trigger to limit, suspend, or tenninate an 
institution from partidpation in all Title tV programs, the use 
of a fiscal year default rate, and the relevance of the compo- 
sition of a school's student body. 

Discussion: A change has been made. These issues 
have been addressed in the preamble and elsewhere in this 
Appendix. This section has been revised to Include the 
elements of the Appendix D defense that a school may prove 
to avoid LST sanctions. This defense prevents temiination of 
a schod if the school shows that it has acted diligently to 
implement the default reduction measures described in 
Appendix D of Part 668. 

Appendix D— Default Reduction Measures 

Comments: The Secretary received broad support for 
the idea that a school with a high default rate should adopt 
default reduction measures such as those contained in 
Appendix D. A number of school commenters noted that 
many of these measures were already part of the standard 



procedures. Many commenters were concemed about the 
administrative burden that would be Imposed on a school 
perfomiing some of these measures. 

Discussion: A change has been made. To assist 
Schools in identifying those measures appropriate for their 
drcumstances, the Secretary has grouped the measures 
according to the cause of default that each is meant to 
address. Any school with a default rate over 20% could be 
required to implement a default management plan containing 
some of the measures In Appendix D, as well as other 
appropriate default reduction steps. These steps would also 
be selected to address the schod's circumstances. In this 
manner, the Secretary and the school will be able to select 
those measures that require only the administrative effort 
necessary to adequately and efficiently address the school's 
^articjlar causes of default 

Comments: One commenter was concemed tliat a 
school might be prohibited by State law from witiiholdng an 
academic transcript of a fomier student Another commenter 
argued that withholding a transcnptwouid be counterproduc- 
tive because, in the case of a student seeking employment, 
denying a request from a prospective employer for an aca- 
demic transcript would prevent the bonower from acquiring 
a job, perhaps prevendng the bon'ower from repaying the 
loan. 

Discussion: A change has been made. The Secretary 
concurs with the objections raised and has deleted this 
measure from the final regulation. 

Comments: Several commenters expressed concem 
over the suggestion in Appendix D that schools revise 
admission policies, as these polides. In the case of commu- 
nity colleges, are sometimes mandated by the State. 

Discussion: A change has been made. The final 
regulation specifies that the school should revise its admis- 
sions policies in a manner that is consistent with applicable 
State law. 

Comments: Many commenters requested darifica- 
tions about the applicability of the Fair Debt Collection 
Practices Act (FDCPA) to a school that followed the recom- 
mendation that it contact a bon'ower during his or her grace 
period or after the school received a copy of the lender's 
proclaims assistance request to urge the bon'ower to repay 
the loan. 

Discussion: No change has been made. This provi- 
sion spedfies that the school's actions must be consistent 
with the FDCPA. The authority to interpret the FDCPA rests 
with the Federal Trade Commission (FTC), not with the 
Department of Education. In a letter from FTC's Division of 
Credit Practices to Louise G. Trubek, Executive Director, 
Center for Public Representation, dated September 12, 
1988, the FTC indicated that pre-default collection efforts are 
not covered by the FDCPA. 

Comments: Some commenters argued that, without 
notification to the school from the lender or guarantee agency 
that a bon'ower has made payments to resolve a delin- 
quency, the school might continue efforts to urge the bor- 
rower to make payments after the delinquency is resolved, 
thereby damaging the collectibility of the loan. Other com- 
menters expressed a more general concem that pooriy 
infonned or timed collection efforts by schools woulddo more 
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harm than good. 

Discussion: No change has been made. As noted in 
the NPRM, this default reduction step should be taken in 
cooperation with the lender to avckl confusing the borrower 
or damaging the collectibility of the loan. A school should 
always note in its communications with the bon^wer that, if 
the borrowfH- has made payments to cure a delinquency, the 
school's notice should be ignored. 

Comments: Several commenters supported the pro- 
posal that, under Sec. 68.90, a school with a default rate over 
20%. to avoid an LSI sanction, would have to justify not 
adopting the practice of delaying the certification of a bor- 
rower loan application so that the borrower's proceeds were 
not delivered to the bonx)wer or credited to the borrower's 
account until the bont)werhad attended the institution for 30- 
45 days during the period for which the loan was made. One 
commenter suggested applying this as a requirement for 
high default schools with dropout or cancellation problems. 
Numerous other commenters objected to this measure, 
expressing concem that it would negatively affect borrowers 
who need the proceeds from the loan for living expenses, and 
would create cash-fiow problems at some schools. 

Discussion: A change has been made. Section 
682.603(c) has been amended to require each school with a 
default rate over 30% to delay certification of the loan 
appBcation of each student for his or her first GSLor SLS loan 
for attendance at the school. The Secretary believes that the 
potentid benefit of this measure justifies requiring allschools 
with default rates over 30% to take this step. 

Decemb^ 1 1987 Mm\ R^lyttf 

Section 668.12 rn$tltutlon«l participation agreement 

Comment: One commenter askad what is meant by 
the statement that a participation agreement becomes effec- 
tive on the date executed by the Secretary. Three commen- 
ters suggested that when a participation agreement has 
expired, the effective date of a new participation agreement 
should be retroactive to the expiration date of the prevwus 
agreement, especially wrhen there is a change in ownership. 
These commenters also expressed the opinwn that because 
an Institution undergoing an ownership change may not 
disburse Titfe IV, HEA funds after its agreement expires, the 
lack of a retroactive feature is unfair to students enrolled in 
that institution. 

Response: A change has been made. The procedure 
under which an institution becomes eligible to participate In 
the Titfe IV. HEA programs is a two-step procedure. Under 

ttie first step, the Departmentof Education detennines whether 
the applicant institution satisfies the applicable statutory and 
regulatory definitions of an eligible postsecondaiy institution. 
Under the second step lie Department detemiines whether 
the Institutwn is administratively capable and financially 
responsible under Sec. Sec. 668.13 and 668.14. If the 
Department detemilnes that the Institution qualifies under 
both steps, it sends the institutwn a participation agreement 
signed by the Secretary or the Secretary's designee. The in- 
stitution had previously signed the agreement as part of the 
application process. While the date that tiie Secretary signs 
the agreement is the effective date of the agreement, as a 
practical matter that date only controls the disbursement of 
funds to students attending that institution. Thus, an institu- 
tion may begin to disburse titie IV. HEA program funds to its 
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eligible students only on or after that date. However, the 
students may receive financial aid for the entire payment 
period in which the Secretary signed the participation agree- 
ment, even If the payment period began before the date of the 
Secretary's signature. 



The circumstOi .^s sumounding the eligibility of an 
institution that changes ownership resulting in a change of 
control require special treatment. The Secretary has revised 
Sec. 668.12 to clarify how the effective date of a new 
participation agreement applies to an institution in that situ- 
ation. 

The participation agreement signed by an institution's 
previous owner expires on the date that the change of own- 
ership resulting in a change in control takes place. To 
continue to participate in the Titfe IV. HEA programs, that 
Institution must take steps to roaffimi its eligibility and its 
certification in order to be considered die same institution 
after the change. If die Institution under itf. new ownership 
satisfies the Seaetary regarding its eligibility to paitidpate in 
the Titfe IV. HEA programs, the Secretary enters into a new 
participation agreement with the new owners of the institu- 
tion. 

When a new participation agreement is signed by the 
Secretary, the new owner may begin disbursing Titfe IV. HEA 
program funds. Since tfie Secretary considers that institution 
to be tfie same institutwn. die new owner ordinarily may 
alsbursa funds to students virfw were enrolled beginning with 
the payment period in which the change of ownership took 
place, even if that payment period ended before the Secre- 
tary signed die new agreement 

There is one exception to ttiis disbursement proce- 
dure under the Pell Grant and campus-based programs, 
however. If the change of ownership that results in a change 
in control occurs in one award year and the Secretaiy signs 
the new participation agreement in another award year, tf^e 
new owner may not make Pell Grant and campus-based 
disbursements forany payment period that does notoccurat 
least partially in the award year in which the SecrBtary signs 
the agreement 



If a new institution Is created by separating a part of an 
existing participating institution, but die new institution re- 
mains under the same ownership as the existing participat- 
ing institution, students at the new institution may continue to 
receive financial aki under the partidpatlon agreement with 
the existing participating institution until ttie new Institution 
enters into its own participation agreement with die Secre- 
tary. If, however, the new institution changes its ownership 
resulting in a change in control when it separates from the 
existing participating institution, tfie existing participation 
agreement coases to apply to the new institution on the cate 
that the owne'^hip change takes place. The conditions that 
apply to other Institutions undergoing ownership changes 
also apply to this new institution. This retroactive payment 
feature does not apply to an institution under new ownership 
if the Institution's participation under its prevtous owner was 
temiinated by the Secretary under the provisions of Subpart 
G of these regulations, since an institution so terminated may 
not reapply to participate in the Title IV. HEA programs for 18 
months. The new owner of such an institution may only 
disburse funds for payment periods beginning with die pay- 
ment period in which the new participation agreement is 
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signed by the Secretary. 

Section 668.14 SUndarda of admlniatratlva capability. 

Comment: Many commentersfelt that the proposal In 
the NPRM that institutions refer any instance of suspected 
fraud by a Title IV, HEA applicant to State or local law 
enforcementagencies forinvestigation was unclear. Several 
comm enters were unsure what constituted application for aid 
under "false pretenses.* 

Response: A change has been made. Based on the 
concerns of the postsecondary educational community, 
including numerous comments received regarding a cross- 
reference to this requirement contained in the NPRM for 
Subpart E of the Student Assistance General Provisions 
published in the FEDERAL REGISTER on July 26, 1 985, 50 
PR 30674. the Secretary has darif^d this requirement 
Section 668. 1 4(f) requires, and has required since 1 979, that 
an institution develop and apply an adequate system to 
identify and resolve discrepancies in infomiation it receives 
from different sources with respect to a student's application 
for financial aid under the Title IV. HEA programs. If, as a 
result of the review called for under Sec. 66d.14(f). the 
institution discovers any infomiation indicating that an appli- 
cantforTitle IV, HEA program assistance may have engaged 
In fraud or other criminal misconductin connection with his or 
her application, it must refer that infonmation either to the 
Office of Inspector General of the Department of Education 
or, if more appropriate, to a State or local law enforcement 
agency with jurisdiction to investigate the infomiaticn. In this 
regard, an institution should refer all cases where IX finds 
information that indicates that the student included intv^mia- 
tion on his or h er application that the student knew to be i.^se 
fa* the purpose of obtaining more Title IV, HEA assistar.re 
than he or she would othenvise be entitled to receive. The 
Secretary has also ir^cluded in these regulations several 
examples of possible areas in which an applicant may 
engage in fraud or other criminal misconduct: False claims of 
independent student status or citizenship, the use of false 
identities, the forgery of signatures or certifications, and false 
statements of income. 

Comment: Several commenters stated chat it would 
be impossible to define the circumstances under which the 
institu^on has clear evidence that an applicant's intent in 
reporting false infomiation was fraudulent For this reason, 
these commenters recommended that the requirement that 
institutions report instances of suspected fraud to law en- 
forcement agencies be deleted. 

Response: No change has been made. The Secretary 
recognizes that applicants often misrep^^rt information with- 
out having any intent to deceive. How&i^er, there are identi- 
fiable circumstances in which the institution would have 
reason to believe that an applicant has deliberately misre- 
ported information to increase his or her eligibility for Title IV, 
HEA assistance. For instance, when an applicant uses a 
fialse identity to apply for assistance or alters official docu- 
ments such as transcripts or the Student Aid Report, the 
institution would have reason to believe that these actions 
were intentional. The institution is not required to reach afirm 
conclusion as to the propriety of the applicant's actions but is 
required to refer the matter to the appropriate law enforce- 
ment agency or the Inspector General for investigation. 

Comment: Many commenters noted that the NPRM 



did not specify the types of law enforcement agencies to 
which a refen^I should be madeandquestions whetherState 
or local agencies were even aware of their possible Involve- 
ment in and responsibility for those investigations. Several 
commenters suggested that the investigation of fraudulent 
applications for Federal student aid should properly be the 
concern of Federal enforcement agencies. 

Response: A change has been made. Because of t^ie 
different structure and responsibilities of law enforcement 
agencies within each State, it is not possible to specify any 
one type of organization to which refenals must be made in 
all States. Many institutions have an independent campus 
police force that is authorized to conduct investigations 
conceming the misuse of Federal funds. At the local level, the 
county police department or sheriffs office generally has 
jurisdiction in the case of misuse of Federal funds. In keeping 
with its responsibility to establish and coordinate relations 
with State and local law enforcement agencies, the Office of 
Inspector General for the Department of Education has 
conducted numerous training programs for State and local 
law enforcement officers on the Federal student financial 
assistance programs. However, in light of the differences 
among law enforcement agencies at the State and local 
level, the Secretary recognizes that there may be some 
cases in which no State or local agency has jurisdiction. The 
Secretary also recognizes that some State or local agencies 
might experience an additional hurden by the unexpected re- 
fen^l of a large numb er of instan 'as of possible fraud or other 
criminal misconduct Therefore, the Secretary has revised 
the section to pemiit an institution to make a refen^l either to 
the Office of Inspector General of the Department of Educa- 
tion or, if more appropriate, to State or local authorities. 

Comment: Several commenters were concemed that 
an additional administrative burden would be placed upon 
institutions by the requirement that institutions must refer 
instances of fraudulent applications for Title IV. HEA aid. The 
commenters cited increased papenvori^ and litigation cost to 
the institutions. 

Response: No change has been ms-*^. The Secretary 
believes that the administrative burden associated with this 
requirement will be minimal. Institutions are required to 
identify and resolve instances in which there are discrepan- 
cies in infomnation received from various sources. Institu* 
d'onr are not required to investigate or litigate cases of 
suspected fraud. Institutions are merely required to refer 
instances when their actions under Sec. 668.14(f} reveal 
posrible fraud or criminal misconduct. There should be rela- 
tively few of these instances at any single institution. 

Comment: Several commenters were concemed that 
referring student infomnation to law enforcement agencies 
would d9ny the applicant due process. Three commenters 
believed that under this provision students would receive 
I unequal treatment based on the personal views of the 
financial aid administrator. Two commenters believed that 
referral of student infomiation conflicted with the Family Edu- 
cational Rights and Privacy Act (FERPA) and its Implement- 
ing regulations. 34 CFR Part 99. 

Response: No change has been made. A schoors 
referral of Instances of suspected fraud to law enforcement 
agencies or the Office of Inspector General does notdenythe 
student due process. Section 99.31 of the Department of 
Education's FERPA regulations specifically authorizes the 
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retease of student information as necessary "to enforce the 
terms and conditions of student aid" In addition, an institu- 
tion is authorized to release information to the Secreta^ for 
audit, evaluation, and enforcement of Federal legal require- 
ments that apply to federally supported programs (see 34 
CFR 99.31(a)(3) and (4); 99.35). 

Comment: Many commenters were concerned with 
the requirement in Sec. 668.14(c) thatan institution must use 
an adequate number of qualified persons to administer the 
Title IV, HEA programs. Many commenters asked if the 
Secreta7 used a formula to determine what is an adequate 
num ber of qualified persons. One com menter stated that due 
to the diversity of institutions It would be Impossible for the 
Secreta7 to make a determination. 

Response: No change has been made. The Seaeta7 
does not use a formula In making this determination. What 
may be an adequate number of qualified persons to admini- 
ster the Trtle IV, HEA programs at one institution may be 
insufficient at another. For instance, the number of Individu- 
als required at an Institution to ensure proper and prudent 
administration of the student assistance programs will va7 
depending upon such factorsas the amountof aid disbursed, 
the number of recipients, and the use of automated data 
processing equipment or a centralized award and disburse- 
ment system. 

Comment: Several commenters argued that an insti- 
tution should only have to evaluate academic periods during 
which a student received Title IV. HEA aid when determining 
If the student is making satisfacto7 progress in his or her 
course of study for purposes of Sec. 668.14(e). 

Response: No change has been made. The purpose 
of the satisfactory progress rule is to ensure that limited Title 
IV. HEA program funds are given to students who are likely 
to complete their educational programs in a timely manner. 
Whether a student received aid during an academic period Is 
irrelevant to that detemiination. 

Section 668.15 Additional faclort for evaluating 
administrative capability. 

Comment: Several commenters disagreed with the 
proposed elimination of GSL and PLUS program default 
rates as indicators of an institution's administrative capabil- 
ity. They were of the opinion that postsecondary institutions 
may be indirectiy responsible for default rates and should be 
required to assist lenders and State agencies in collection 
efforts. Other commenters were pleased with the proposal 
because they felt that GSL and PLUS program default rates 
are not related to an institution's administrative capability. 

Response: A change has been made. The Secretary 
recognizes that an institution does not have the responsibility 
(unless it is also the lender) for collecting GSL, PLUS, and 
SLS program loans received for attendance at an institution 
and thus lacks direct responsibility for and control over that 
aspect of loan administration. However, under the changes 
made to the HEA by the Higher Edu'^ation Amendments of 
1986, an institution, even if it is not a lender, is required to 
provide io each borrower exit counseling concerning indebt- 
edness and debt managewnt ffijategies. Further, a high 
default rate on loans made unt«6r1fie GSL, PLUS, and SLS 
programs may Indicate other problems at an institution. 
Therefore, the Secretary has included default rates on loans 



made under those programs as Indicators of an institution's 
impaired administrative capability. 

Comment: A few commenters questioned the refa- 
tionship between an institution's student withdrawal rate and 
its capability to administer Titie IV. HEA programs. Tne same 
commenters questioned the rationale for using 33 percentas 
a benchmark figure to indicate possible impaired capability of 
administering Title IV. HEA program funds by an institution if 
this percentage of students withdrew during an eight-month 
period. One commenter asked what the submissfon of a 
balance sheet, financial audit, or profit and loss oJatement 
might have to do with student withdrawal rates and rates of 
default 

Response: A change has been made. Simply be- 
cause an institution fits into one of the categories in this 
section does not automatically mean that adverse action will 
be taken against the institution. However, the Secretary 
believes that a high withdrawal rate at the institution ora high 
default rate for toans made under the GSL, PLUS, SLS, or 
Perkins Loan programs maybe symptomatic of other admin- 
istrative and financfal pro»jlems at the institution that would 
be reflected in the institui on's balance sheet, profit and toss 
statement, or financial sudL In addition, those rates may 
justify requiring the Institution to take reasonable and appro- 
priate measures to reduce those rates. The documents 
requested by the Secretary will enable the Secretary to 
detemiine the best available measures to take to reduce 
those rates. 



The Secreta^ will allow an institution every opportu- 
nity to describe and justify the reasons for its high withdrawal 
rate or high default rate. The Secretary chose a benchmark 
withdrawal rate of 33 percent after exL.isive public comment 
on the Student Assistance General Provisions regulations 
published in the FEDERAL REGISTER on September 28 
1979 (see 44 FR 56278). The Secretary believes that a with- 
drawal rate of 33 percent or greater Is an indication of pos- 
sible administrative or financial problems at the institution 
that may cast doubt on the institution's administrative caoa- 
bility. ^ 



Section 668.16 Federal Interest In Title IV, HEA proaram 
funds. 



Comment: One commenter was concerned that the 
language in this section, which states that an Inctitution may 
not use or hypothecate Titie IV. HEA program funds for any 
purpose other than for the intended student benefidaries, 
excludes the investment of cash from the Perkins Loan fund 
whfch would increase the fund account 

Response: A change has been made. The prohibition 
against using or hypotfiecating Titie IV. HEA program funds 
does not preclude the Institution from investing cash from its 
Perkins Loan fund. Institutions are reminded that all eamings 
on such investments must be deposited into their Perkins 
Loan Program revolving funds (see sections 463(a)(2)(E) 
and 487(a)(1) of the HEA). However, the Secreta^ has 
revised this section to indicate that the institution acts in the 
capacity of a fiduciary of Federal funds to protect the interest 
of the Secretary as well as ti>e intended student benefidaries 
in those funds. 
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Section 666.17 Change In ownership resulting In a 
change In control. 

Comment: Two commenters asked what constitutes a 
•controlling Interesr in an institution. One commenter noted 
the elimination of the reference to the transfer of the liabilities 
of an institution to its parent corporation and asked whether 
such a transfer no longer constitutes a change in ownership. 
One commenter thought that a definition of "change of 
ownership" shouki be included in this section. 

Response: No change has been made. In most cases, 
a controlling interest in an institu^on means an interest 
greater than 50 percent of ownership. The Secretary no 
longer considers the transfer of liabilities of an institution to 
it$ parent corporatk>n to t)e a change in ownership that 
results in a change in control, hence the deletion from the 
regulations. The Secretary does not believe that a definition 
of the term "change of ownership* is needed in the regula* 
tions. Further, this section will be deleted from this part when 
the institutional eligibility regulations, 34 CFR Part 600, are 
published as final regulations. 

Section 668.19 Financial aid transcript 

Comment: Over one hundred commenters were op- 
posed to the change in the regulations that would prohibit in* 
stitutions from certifying the institutional portion of a bor- 
rower's application under fte GSL or PLUS programs until 
the institution receives the requested financial aki transcript 
Many of these commenters stated that this proposal expands 
thetime during which a borrowerwaitsfor his or her aid. They 
said that the additional delay would impose a burden on 
financial md offk^ers and a particular hardship on students 
enrolled in community colleges and proprietairy institutions, 
where transfers are frequent and enrollment periods shorter 
than at traditionat four-year institutions. Several commenters 
claimed that that delay might be as long as 4 to 6 weeks. 

Several commenters suggested alternatives to this 
proposal. One alternative included allowing an institution to 
certify one GSL or PLUS application and deliver the first 
disbursement to the borrower, but not permitting an institu- 
tion to deliver subsequent disbursements to the borrower 
without the financial aid transcript Another alternative in- 
cluded (1) requiring all GSL and PLUS checks either to be 
sent to the educational institution for distribution or to be 
made jointly payable to the borrower and the institution and 
(2) making the release of the checks contingent on receipt of 
the financial aki transcript. Another commenter suggested 
that an institution should return the check to the lender if a 
financial aid transcript has not been received in a timely 
manner. Several commenters supported the proposed 
changes in principle. 

Response: A change has been made. The Secretary 
agrees that withholding certification of a GSL, PLUS, or SLS 
applk:ation may delay the processing of the application. 
Therefore, the Secretary has revised Sec. 668.19 to pennit 
an Institution to certify a GSL or SLS application (but not a 
PLUS application) prior to receiving the financial aid tran- 
script from the institution the bon-ower previously attended. 
However, the institution may not release the GSL or SLS 
proceeds until it receives the financial aid transcript. Under 
the requirements of the HEA as amended by the Consoli- 
dated Omnibus Budget Reconciliation Act of 1985 and the 



Higher Education Amendments of 1986, these proceeds are 
delivered directly to the institution, but PLUS proceeds go 
directiy to the borrower. Therefore, since the institution has 
no control over tiie release of PLUS proceeds, the Secretary 
is retaining tfie requirement that the institution may not certify 
a PLUS application until it receives the financial aid tran- 
script. 

Comment: Several commenters felt that it would be 
impossible for Institutions to provide accurate information on 
the financial aid transcript as to the amount of and period 
covered by each GSL or PLUS program loan received by a 
bonower. The commenters suggested rewording this sec- 
tion to read "approved' instead of "received* since financial 
aid officers only know the amount authorized and amount 
approved by the lender but not the actual amount received by 
the student. 

Response: No change has been made. These .com- 
ments were received before enactment of the Consolidated 
Omnibus Budget Reconciliation Act of 1985 and the Higher 
Educatk>n Amendments of 1986, which require that except in 
the case of loans made to parent borrowers under the PLUS 
Program, proceeds must be sent to the institution. Therefore, 
in most cases an institution will be able to report the exact 
amount that a borrower received for any period after the 
implementatfon of the statutory change. The Secretary is 
aware that for periods before implementation of the statutory 
change, an institution may not knew the exact amount 
received by a borrower unless the institution is the lender. If 
the institution did not receive the proceeds, the amount that 
the institution must report on the financial aid transcript is the 
loan amount that the institution certified. 

Comment: Several commenters were of the opinion 
that requiring a financial aid transcript to be signed by an 
official authorized by the institution to disclose infomiation in 
connection with Title IV, HEA programs is too restrictive. One 
commenter asked whether this requirement excluded the 
use of automated methods. 

Re^^ponse: No change has been made. The Secretary 
does not intend to limit the use of automated methods for 
preparing financial aid transcripts. However, if a computer- 
generated transcript is used, it must have the signature of 
someone who is knowledgeable about the information re- 
ported and authorized to disclose that infomiation. It is 
important that tiie infomiation provided be accurate and that 
tiie person attesting to the accuracy of the information be a 
reliable and responsible officer of the institution. 

Comment: Several commenters asked whether the 
reference to "State" in Sec. 668.19(a)(2)(iii) of the proposed 
regulations refers to a State of tiie Union, a State in which the 
institution is located, or a foreign country for foreign institu- 
tions. One commenter asked whether this term includes 
Washington, DC. 

Response: No change has been made. The definition 
of tfie temi "State" appears in Sec. 668.2 (General defini- 
tions). The exclusion, therefore, refers to eligible institutions 
located in foreign countries. 

Comment: A number of commenters stated tiiat tiie 
wording in Sec. 668.19(a)(2) of tiie proposed regulations 
suggests that an institution may make one payment regard- 
less of whetiier a transcript has been requested. 
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Response: A change has been made. The Secretary 
agrees that clarification is needed. An institution or student 
must request a financial aid transcript before the one pay- 
ment IS disbursed in accordance with the regulations. 

Section 668.20 UmJtatlon on the amount of remedial 
coureework that Is eligible for Title IV, HEA proaram 
aaelstance. 

Comment: Many commenters requested an excep- 
tion to the one-year restriction on noncredt remedial work in 
determining enrollment status for students receiving a Pell 
Grant They claimed that it would be difficult for an institution 
to monitor when a student had completed an academic year 
of remedial work. A few commenters contended that this re- 
striction would disproportionately affect low-income and non- 
traditional students who are the very students the Pell Grant 
Program is designed to help. Many of these commenters felt 
that any limits on remedial worit should be determined by the 
Institution. Other commenters suggested that an institution's 
sabsfaclory progress standards should form the basis for any 
nmitetion on remedial work. Some commenters thought that 
me Secretary does not have the statutory authority to limit 
Pell Grant payments for remedial work. 

Response: No change has been made. The purpose 
of Title ly. HEA programs is to assist students who are 
enrolled in postsecondary education. The Secretary is not 
excluding remedial courses from eligibility but rather is 
setting alimiton thedurationof remedial courseworit that can 
reasonably be viewed as a part of a postsecondary program 
of study. The Secretary does not consider a student who 
enrolls in the equivalent of more than one year of rerredial 
mtk to be enrolled in postsecondary education. 

Comment: A few commenters asked if the equivalent 
of a year of remedial wori< has to be completed within one 
acad .lie year or if it could be taken over several academic 
years within the .urogram of study. 

Response: No change has been made. The hours that 
equal one academic year do not have to be taken within a 
single academic year. Based on individual needs, a student 
could spread the academicyear of wori< (30 semester hours 
45 quarter hours, or 900 clock hours) throughout his or her 
program of study, if pomiitted by the institution. 

Comment: Onecommenter disagreed with the excep- 
tion to the one-year limit for students enrolled in courses in 
English as a second language. 

Response: No change has been made. Although 
students enrolled in courses in English as a second language 
are exempt from the one-year limitation, these students are 
still subject to the one-year limitation for any other courses 
that are remedial In nature. TheSecretary believes thatthese 
students usually h ave the knowledge and skills of high school 
graduates but need to learn a second language as part of 
their postsecondary program. 

Section 668.22 Distribution formula for Institutional 
refunds and for repayments of disbursements made to 
the student for nonlnstltutlonal costs. 



Comment: Many commenters felt that, for the most 
part, Sec. 668.22 of the proposed regulations clarified the 
difference between refundsand repayments. However, many 
commenters were confused on how the concept of a "pay- 
ment period" would be applied to GSL and PLUS program 
loans. Several commenters. writinc before enactment of the 
Consolidated Omnibus Budget Reconciliation Act of 1985, 
expressed concern over the fact that a typical GSL or PLUS 
program loan was disbursed in a single payment that cov- 
ered expenses for the entire period of enrollment. 

Response: No change has been made. The calcula- 
tion of the refund distribution fomiula in Sec. 668.22 is based 
on the concept of "payment period" as that term is used in 
mostof theTitie IV, HEAprograms. In the context of the GSL, 
PLUS, and SLS programs, however, that concept is different, 
and it generally refers to the period of enrollment for which a 
loan is made. For consistericy in the ^plication of the 
fomiula, therefore, an institution is to consider that enroll- 
ment period to be divided into portions that correspond to the 
payment periods used for the other Tide IV, HEA programs. 

For purposes of the refund distribution fraction ♦he 
amount of the GSL, PLUS, or SLS proceeds considered ic oe 
awarded for a payment period is detemiined by divkling the 
whole loan amount by the number of institutionally defined 
payment periods in the period of enrollment for which the 
ban IS made. For example, if the enrdlment period for which 
the GSL. PLUS, or SLS program loan is made equals three 
academic quarters and the student was awarded a GSL of 
$1,500. one-third of the total loan. i.e.. $500, is considered to 
have been awarded for each payment period. 

It should be noted that the changes in the HEA made 
by the Consolidated Omnibus Budget Reconciliation Act of 
1985. the Higher Education Amendments of 1986. and the 

HigherEducation Technical Amendments Act of 1987, which 
were enacted after these comments were received, require 
multiple disbursements for GSL. PLUS, or SLS proceeds for 
penods of instruction greater than six months if the loan 
amount is $1,000 or more. However, for a student who is 
awarded a multiple disbursement loan, the amount of the 
loan proceeds actually disbursed Is not necessarily the same 
as the amount that is considered to have been disbursed in 
each payment period. For example, an institution uses an 
academic calendar divided into quarters and the enrollment 
period for which a loan is made consists of thwe quarters. A 
student receives a $1 ,500 GSL in two disbursements of $750 
each. However, for purposes of the refund fomiula, the 
student is considered to have received a disbursement of 
$500 in each of the three quarters (payment periods). 

Comment: Several commenters suggested that sim- 
plicity and consistency in the refund concept for all Title IV, 
HEA programs, could be enhanced by changing the word 
"awarded," which is used in the numerator and denominator 
of the fomiula, to "disbursed.- 

Response: Nochange has been made. During the de- 
vefopment of the refund formula that first appeared in the 
Student Assistance General Provisions regulat'ons in 1979. 
the Secretary determined that it would be easier for an 
institution to use the temi "amount awarded* in the refund 
and repayment fomiula. The institution may not know the 
amount the student has actually received, particulariy in the 
case of a PLUS Program loan or other assistance provided 
by organizations outside the institution. 



93 



3-53 



Comment: Many cx)mmenter8 agreed that In refund 
cases, Title IV, HEA program ^nds should be returned to 
respective accounts in a timely manner, but stated that 30 
days was an insuffident amount of time for doing so. 

Response: A change has been made, in an effort to 
reduce potential abuse of Titie IV. HEA program funds and 
allow for prompt rewardng of returned SEOG and Perkins 
Loan funds, the Secretary is keeping the SO^iay repayment 
rule. However, the Secretary lias revised the regulations so 
that the 30-day repayment period for unofficial withdrawals 
will not commence until an institution determines that a 
stude nt has withdrawn. An institution must have a method for 
promptly determining when a student has unofficially with- 
drawn, because the institution is responsible for maintaining 
a system to ensure the timely return of Title IV, HEA program 
funds. 

Comment: Four commenters stated that Sec. 
668.22(a)(3) of the proposed regulations is ambiguous in 
referring to Institutions which dc not receive funds under the 
Alternate Disbursement System (ADS)" rather than simply 
stating that the procedure applies to institutions using the 
Regular Disbursement System. 

Response: A change has been made. The Alternate 
Disbursement ^stem ceased operation after the 1986-87 
award year. Therefore, references to both the Alternate 
Disbursement System and the Regular Disbursenient Sys- 
tem have been removed from the regulations. 

Section 668.24-Audlt exceptions end repayments. 

Comment Several commenters questioned the rea- 
soning behind the proposed change from 60 to 30 days on 
the time allowed for audit exception repayments. 

Response: A change has been made. In the proposed 
regulations, the time in which an institution must repay im- 
properly spent funds would have changed from 60 days to 30 
days to confonn to the instructions in the revised Office of 
Management and Budget (0MB) Circular A-50 issued on 
September 29, 1982. In these final regulations, the Secretary 
has changed that number of days from 30 to 45. This change 
corresponds to the change in tfie HEA made by the Higher 
Education Amendments of 1986, which allows an institution 
to request a hearing on the record regarding an audit excep- 
tion within 45 days. 

Section 668.25«Loss of Institutional eligibility. 

Comment: Several commenters wanted a definition ^f 
"commitmenf for the GSL and PLUS programs, such as the 
one in Sec. 668.S4(c)(2) of Subpart G (originally published as 
Sec. 668.84(c)(2) of the proposed regulations). These 
commenters recommended that language be included in this 
section to prohibit an institution from certifying a student's 
eligibility on a GSL or PLUS application during the loss of 
institutional eligibility. 

Response: A change has been made. The Secretary 
agrees with the commenters that a definition of "commit- 
menr under the GSU PLUS, and SLS programs is needed 
in this sectk>n for clarity. Language similar to that In Sec. 
e68.94(c)(2) of Subpart G has therefore been added to Sec. 
668.25(b). The revised Sec. 668.25(b) provides that a com- 



mitment under the GSU PLUS, or SLS programs takes place 
when the Secretary or the guarantee agency advises the 
lender that a loan Is guaranteed. Section 682.603 of the 
regulations Implementing the GSL Program permiu an Insti- 
tution to distribute proceeds to a student, pursuant to 34 CPR 
682.604, if the GSU PLUS, or SLS application was certified 
by the institution prior to the institution's los s of eligibility. The 
regulations implementing the GSL Program prohibit an insti- 
tution from certifying an application after the loss of eligilMl- 

iiy. 
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PART 653-PAUL DOUGLAS TEACHER 
SCHOLARSHIP PROGRAM 

Subpart A-Generai 
s«e. 

653.1 What is the Paul Douglas Teacher Scholarship Pro- 
gram? ^ 

653.2 Who Is eligible to participate in this program? 

653.3 What regulations apply to this program? 

653.4 What definitions apply to this program? 

Subpart B-What Assistance Does the 
Secretary Provide Under This Program? 

653.10 For what purposes may a state use its payments 
under this program? 

SubpartC-HowDoesaSiateAppiyforGrants? 

Sto. 

653.20 What must a State do to receive grants under this 
program? 

653.21 What requirements must be met by States in the 
administration of this program? 

Subpart D-How Does a State Select Scholars 
Under This Program? 

653.30 What are the eligibility requirements? 

653.31 Who selects the scholars? 

653.32 What are the selection criteria and procedures? 

Subpart E-What Are the Scholarship 
Conditions? 

653.40 What agreement must a scholar have with the State 
agency? 

653.41 What are the requirements for a scholar to continue 
to receive payments under this program? 

653.42 What are the consequences of a scholar's noncom- 
pliance with the teaching requirement? 

Authority: 20 U.S.C. 11 1 1-1 1 1 1h. unless otherwise noted. 

Subpart A-General 

S«c653.1 WhalltihePaulDouglatTMchtrScholarthiD 
Program? 

Under the Paul Douglas Teacher Scholarship Pro- 
gram the Secretary makes available, through grants to the 



States, scholarships to eligible Individua's to enable and en- 
courage them to pursue teaching careers at the preschool, 
elementary, or secondary school level. 

(Authority: 20 U.S.C. 1111) 

Sta 653.2 Who It tiiglbtt to partlclpatt In this program? 

(a) states are eligible to apply for granU under this 
program. 

(b) Outstanding high school graduates who wish to 
pursue teaching careers at the preschool, elementary, or 
secondary level are eligible to app^ to their respective Stctes 
of residence for scholarships under this program. 

(Authority: 20 U.S.C. mibetseq.) 

Sec 653.3 What reguiatlont apply to this program? 

The following regulations apply to the Paul Douglas 
Teacher Scholarship Program: 

(a) The regulations in this Part 653. 

(b) The Education DepartmentGeneralAdnlnlstration 
Regulations (EDGAR) in 34 CFR Part 74 (Administration of 
Grants), F-art 76 (State-Administered Programs), Part 77 
(Definitions tfiat Apply to Departnrwnt Regulations), Part 78 
(Educational Appeal Board), and Part 79 (Intergovemmental 
Review of Department of Education Programs and Activi- 
ties). 

(Authority: 20 U.S.C. 1 1 1 1-1 1 1 1h et seq.) 

Sec 653.4 What definitions apply to this program? 

The following definitions apply to terms used in this 

part: 

(a) Definitions In EDGAR. The following termsused in 
this part are defined in 34 CFR Part 77: 

Application 

EDGAR 

Elementary sch:^i 

Nonprofit 

Preschool 

Private 

Public 

Secondary school 

Secretary 

State 

State educational agency 

(b) Otiier definitions tiiat apply to this part. The follow- 
ing additional definitions apply to this part: 
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"Academic year" means a pfHiod of time during which 
a full-time student is expected to complete the equivalent of 
one of the following: 

(1) Two semesters. 

(2) Two trimesters. 
• (3) Three quarters. 

"Acr means the Higher Education Act of 1965, as 
amended. 

•Award year means the period of time from July 1 of 
one year through June 30 of the following year. 

*Full*time studenr means a student anrolled in an 
institution of higher education, other than a correspondence 
school, who is carrying a fulk'me academic woridoad as 
detemiined by the institution under standards applicable to 
ail students enrolled in that student/; p. vgram. 

•Institution of higher education* has the same meanng 
under this part as the same temi defined In 34 CFR 668.3 of 
the Student Assistance General Provisions regulations. 

"t>cholar* means a scholarship redpient 

"Scholarship* means an award made to an individual 
under this part for one academic year. 

(Authority: 20 U.S,C. 1 1 1 M 1 1 1 h) 

Subpart B-What Assistance Does the 
Secretary Provide Under This Program? 

Sec 653.10 For what purpotea may a SUtt use iu 
payments under this program? 

A State may use its payments under the Paul Douglas 
Teacher Scholarship Program, including principal and inter- 
est payments it receives from scholars under Sec. 653.42, 
only for making payments to scholars. 

(Authority: 20 U.S.C. 1111) 

Subpart C-How Does a State Apply for Grants? 

Sec 653.20 What must a State d o to receive grants u ndsr 
this progrsm? 

(a) To receive grants under the Paul Douglas Teacher 
Scholarship Program, a State shall submit an application to 
the Secretary for review and approval. 

(b) The Secretary approves an application that- 

(1 ) Designates as the State agency for the administra- 
tion of the Paul Douglas Teacher Scholarship Program, 
either- 

(i) The State agency which administers the State 
Student Incentive Grants Program under Title IV, Part A, 
Subpart 3 of the Act; or 



(ii) The State agency which administers fhe Guaran- 
teed Student Loan Program and with which' the Secretary 
has an agreement under section 428(b) of the Act; 

(2) Identifies the panel or agency which has estab- 
lished criteria and procedures for the selection of schuiars 
and will seJect the scholars as required by Sea Sec. 653.31 
and 653.32; 

(3) Describes a program of activities for carrying out 
the purposes set forth in Sec. 653.1 in such detail that the 
Secretary may detemfiine the degree to which the State's 
program will accomplish those purposes. This descriotion 
must include- 

(i) The selection criteria and procedures to be used by 
the State, In the selection of scholars, which satisfy the pro- 
visions of this part; and 

(ii) The procedires by which t!ie designated State 
agency intends to publidze ti)e availability of Paul Douplas 
Teacher Scholarships to secondary school students in the 
State; 

(4) Explains how the criteria and procedures for the 
selection of scholars were developed and in what ways they 
reflect the State's present and projected needs for preschool, 
elementary, and secondary teachers in general and for those 
with training in specific aoidemic disciplines; 

(5) Provides assurances that- 

(i) No changes will be made in the designations of an 
agency to administer the Paul Douglas Teacher Scholarship 
Program, in t^ie selection criteria and procedures to te used 
in the selection of scholars, or any other aspect of the 
program of activities described in its application without the 
prior written approval of the Secretary; 

(ii) No one will receive a Paul Douglas Teacher 
Scholarship without entering into an agreement with the 
designated State agency under which he or she agrees to the 
temns specified in Sec. 653.40; 

(ill) The temis and conditions of the agreement which 
the State agency will enter into with scholars under Sec. 
653.40 will be fully disclosed in the scho*;arship application 
form; 

(iv) The State agency will monitor scholars* ccmpli- 
ance with the provisions of Sec, 653.40, 653.41(b), and 
653.42; 

(V) The State agency will make particular efforts to 
attract students from low-income backgrounds or who ex- 
press a willingness or desire to teach In schools having less 
than average academic results or serving large numbers of 
economk:ally disadvantaged students; and 

(vi) Scholarships will be awarded without regard to 
sex. race, handicapping condition, creed, or economic back- 
ground; and 

(6) Contains a copy of the agreement refen^d to in 
paragraph (b)(5)(ii) of this section. 
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(c) Upon the Secretary's approval of Its application, a 
Slate need not submit additional applications in order to 
continue to be considered for fundlne under this program. 

(Authority: 20 U.S.C. 1111b) 

(Approved by the Office of Management and Budget under 
control number 184(M)578) 

Sec 653.21 What requirements must be met by States In 
the administration of the program? 

(a) To continue to receive payments underthis part a 
State shall- 

(1) Provide scholarship assistance only to students 
who meet the requirements of Sec. 653.30, 65340. and 
65341; 

(2) Umit scholarship assistance to no more than four 
academic years for each schdan 

(3) Make reports to the Secretary that are necessary 
to carry out the Seaetary's functions under this part; 

(4) Establish and implement poKdes and procedures 
which are necessary to administer the repayment provisions 
of Sec. 653.42 and, in case$ of noncompliance with these 
provisions, implement colledion and liti'gatton procedures 
consistent with 34 CFR Part 682; and 

(5) Except as othenwise provided in paragraph (d) of 
this section- 

(i) Expend all funds received from the Secretary for 
scholarships during the award year specified by the Seae- 
tary with regard to thosA funds; and 

(ii) Expend in that award year, for scholarships, all 
funds received Ly the State prior to that award year from 
p.nndpal and interest payments made under the provisionsof 
Sec. 653.42. 

(b) A State shall award a scholarship in the amount of 
$5,000 for an academic year, except as otherwise provided 
in paragraph (c) of this section. 

(c) A State shall not award a scholarship which ex- 
ceeds the scholar's cost of attendance. If a scholarship, 
when added to the anwunt the scholar h to receive for the 
same academic year under Title IV of the Act, would other- 
wise exceed the scholar's cost of attendance, as defined for 
the Perkins Loan Program in 34 CFR 674.1 1 , the State shall 
reduce the scholarship by the amount in which the combined 
awards wouW be in excess of the scholar's cost of atten- 
dance. 

(d) After awarding all scholarships for payment during 
an award year, as required by paragraph (a)(5) of this 
section, a State may reserve for expenditures in the foKowing 
award year a remaining amount of funds which is less than 
the amount required for a scholarship as'weR as any funds 
that were awarded but were returned or not expended 

(Authority: 20 U.S.C. 1111c, 11 lid. 11 lie) 



Subpart o-How Does a State Select Scholars 
Under This Program? 

Sec. 653.30 What are the eligibility rtqulremtnta? 

To be selected as a scholar, an individual shall- 

(a) (1) Be a United States citizen or Nattonal; 

(2) Provkte evidence from the U.S. Immigration and 
Naturalization Servfce that he or she- 

(1) Is a permanent resident of the United States; or 

(ii) Is in the United States for other than a temporary 
purpose with the intention of becoming acitzen or permanent 
resident; or 

(3) Be a permanent resident of the Trust Tenritory of 
the Padfic Isiands; 

(b) (1) Have graduated from high school; 

(2) Be scheduled to graduate from high school within 
3 months of the date of the award; or 

(3) Have received a certificrite of high school equiva- 
lency for successfully completing the Tests of General 
Educational Development iG^,D); and 

(cXI) Rank in the top ten percent of his or her 
graduating class; or 

(2) Have received GEO test scores recognized by the 
State to be equivalent to ranking in the top ten percent of the 
high school graduates in the State, or natksnally, in the 
academk: year for which the eiigibility detenminatfon is being 
made. 

(Authority: 20 U.S.C. 11 lid) 

Sea 653^1 Who sefecta the acholart? 

(a) Scholars must be selected by- 

(1) A seven-member statewide panel appointed by 
the chief State elected offk^tal. acting in consultation with the 
State educational agency; 

(2) An existing grant agency designated by the chief 
State elected official and approved by the Secretary; or 

(3) An existing panel designated by the chief State 
elected offidal and approved by the Secretary. 

(b) A selection panel m ust be representative of school 
administrators, teachers, and parents. 

(Authority: 20 U.S.C. mid) 

Sea 653^2 What ar« the setecUon criteria and 
proceduree? 

(a) The panel or agency appointed or designated by 
the chief State elected offictal in accordance with Sec. 653.31 
shall establish criteria and procedures for the selection of 
scholars. 
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(b) The selectfon criteria and procedures must reflect 
the prosent and projected needs of the State for preschool, 
elementary, and secondary tec\chers as required by section 
553(c) of the Act and must be developed after consideration 
of the views of the State and local educational agendes, 
private educational institutions, and other interested parties 
as required by section 553(d) of the Act 

(c) The State shall make applications available to high 
schools In the State and In other locations convenient to 
applicants, parents, and other interested parties. 

(d) Thd panel or agency referred to in paragraph (a) of 
this sertior. shall select scholars without regard to whether 
applicants plan to attend publidy or privately controlled 
institutions. 

(Authority; 20 U.S.C. 1 1 1 lb, 1 1 1 1d) 

Subpart E-What Are the Scholarship 
Conditions? 

Sec 653.40 What agrt^ment must a scholar have with 
the SUte agency? 

(a) To receive a scholarship, an individual shall enter 
into an agreement with the State agency under which he or 
she agrees, except as otherwise provided in paragraph (b) of 
this section- 

(1)To teach on a full-time basis, as determined by the 
institution or agency In which he or she is teaching, for a 
period of not less than two years for each year Ibr which 
scholarship assistance was received- 

(1) In a public or private nonprofit preschool, elemen- 
taiy school, or secondary school in any State; or 

(fi) In a public or private nonprofit preschool, elemen- 
tary, or secondary education program in any State; 

(2) To fulfill the teaching obligation described in para- 
graph (a)(1) of this section within ten years after completing 
the postsecondary education degree program for which the 
scholarship was awarded; 

(3) To provide the State agency evidence of compli- 
ance with paragraphs (a) (1 ) and (2) of this section and Sec. 
653.41 as required by the Stat3 agency; and 

(4) To repay ail or part of the scholarship plus interest 
and reasonable collection fees as specified in Sec. 653.42 if 
tfie conditions of paragraphs (a) (1 ) and (2)of this section are 
not met orif the State agency detennines that the indvidual 
is no longer pursuing a course of study leading to certification 
as a teacher at tiie preschool, elementary, or secondary 
level. 

(b) The requirement to teach two years for each year 
of scholarship assistance is reduced by one-half in the case 
of individuals who teach on a full-time basis in a teacher 
shortage area that is designated by the Secretary as pro- 
vided by section 428(b)(4) of tiie Act 

(c) The agreement referred to in paragraph (a) of this 
section must include- 



(1) A description of tiie procedures under which tiie 
pi Dvisions of Sec. 653.42 (g) ttirough (k) will be implemented; 
and 

(2) A description of tiie procedures under which a 
scholar may appeal any determination of noncompliance 
with any provisions under tiiis part 

(Autiiority: 20 U.S.C. 1111b) 

(Approved by the Office of Management and Budget under 
control number 1840-0578) 

Sec. 653.41 What are the requIremenU for a achofar to 
continue to receive paymenU under thia program? 

(a) A State agency shall continue to make payments 
to a schv'ar under this program only during the periods tiwt 
tiie State agency finds tiiat the scholar meets tiie conditions 
described in paragraph (b) of tiiis section. 

(b) To maintain eirgibiiity for a scholarship, a scholar 
must be- 

(1) Enrolled as a full-time student in an institution of 
higher education that is currentiy accredited by a nationally 
recognized accrediting agency orassodation that tfie Secre* 
tary determines to be a refiable autirarity as to tiie quality of 
training offered, in accordance with section 1201(a) of tiie 
Act; 

(2) Pursuing a course of study leading to certification 
as a teacher at tiie preschool, elementary, or secondary 
level, as determined by tfie State agency but not Indudng 
graduate study tiiat is not required for initial teacher certifica- 
tion; and 

(3) Maintaining satisfactory progress as determined 
by tiie institution of higher education the student is attendng, 
in accordance witfi the enter::; r->.iablished in 34 CFR 668.1 6(e) 
of the Student Assistance General Provisions regulations. 

(Auttiorily:20U.S.C.1111e) 

Sea 653.42 What are the conaquencea of a acholar's 
noncompliance with the teaching requirement? 

(a) A schdar found by a State to be in noncompliance 
witii tiie agreement entered into under Sec. 653.40, or to be 
no longer pursuing a course of study leading to certification 
as a teacher at tiie preschool, elementary, or secondary 
level, shall- 

(1) Repay tiie amount of tiie schoiarships received, 
prorated according to tiie fraction of tiie leaching obligation 
not completed, as detemnined by the State agency; 

(2) Pay a simple, per annum interest charge on the 
outstanding prindpal;and 

(3) Pay all reasonable collection costs as detemnined 
by tiie State agency. 

(b) The interestcharge referred to in paragraph (a)(2) 
of this section accrues from- 
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(1) The date of the initial scholarship payment If the 
State agency has determined that the scholar is no longer 
pursuing a course of study loading to certification as a 
teacher at the preschool, elementary, or secondary level; or 

(2) The day after that portion of the scholarship period 
for which the teaching obligation has been fulfilled. 

(c)(1) The interest charge referred to in paragraph 
(a)(2) of this section is calculated annually for the program for 
the twelve-month period extending from July 1 of each year 
through June 30 of the subsequent year, and is set at a rate 
that is the greater of the following rates established pursuant 
to section 427A of the Act for the same twelve-mon ih period: 

(1) The rate charged to new borrowers under the 
Guaranteed Student \joan Program (Title IV, Part B of the 
Act). 

(ii) The rate chaiiged to new bonrowers under the 
Supplemental Loans for Students and PLUS Programs 
(sections 428A and 428B of the Act, res.oectively) as pub- 
lished annually in the Federal Register. 

(2) For a scholar required to repay his or her scholar- 
ship- 

(i) The interest charge applicable to the period extend- 
ing from the date on which interest begins to accrue (deter- 
mined in accordance with paragraph (b) of this section) until 
the date on which the scholar's repayment period begins 
(determined in accordance with paragraph (d) of this section) 
is adjusted annually and is set at the rate established for the 
program in accordance with paragraph (c)(1) of this section; 
and 

(ii) The interest charge applicable during the repay- 
ment period is the rate established for the program in 
accordance with paragraph (c)(1) of this section that is in 
effect on the date on which the scholar's repayment period 
begins. 

(d) A scholar required by pa ragraph (a) of this section 
to repay his or her scholarship shall- 

(1 ) Enter repayment status on the first day of this first 
calendar month after- 

(1) The State has detennined tiiat the scholar is no 
longer pursuing a course of study leading to certification as 
a teacher at the preschool, elementary, or secondary level, 
but not before six months has elapsed after the cessation of 
the scholar's full-time enrollment in such a course of study; 

(il) The date the scholar informs the agency he or she 
does not plan to fulfill the teaching obligation; or 

(iil) The latest date on which the scholar must have 
begun teaching in order to have completed the teaching 
obligation within ten years after completing the postsecon- 
daiy education for which the scholarship was awarded, as 
detennined by the State agency; and 

(2) Make monthly or quarterly payments to the State 

which- 



(i) Cover prindpal, interest, and collection costs ac- 
cording to a schedule established by the State which calls for 
complete repayment within ten years after the scholar enters 
repayment status, except as provided in paragraph (i) of ttiis 
section; and 

(ii) Amount annually to no less than $1,200 or the 
unpaid balance, whichever is less, unless the scholar's 
inability to pay this amount because of his or her financial 
condition has been established to the State's satisfoction. 

(e) The State agency shaO not require scholarship 
repayments amounting to more than $1,200 annual^ unless 
higher payments are needed to complete the entire repay- 
mentwithin the ten-year period described in paragraph (d)(2) 
of this section. 

(0 The State agency shall capitalize any accrued 
interest at the time it establishes a scholar's repayment 
schedule. 

(g) A scholar h not considered in violation of the 
repayment schedule established under paragraph (d) of this 
section during the time he or she is- 

(1) Engaging In a full-time course of study at an 
institution of higher education; 

(2) Serving, not in excess of three years, on active 
duty as a member of the anmed services of the United States; 

(3) Temporarily totally disabled, for a period not to 
exceed three years, as established by sworn affidavit of a 
qualified physician; 

(4) Unable to secure employment for a period not to 
exceed twelve months by reason of the care required by a 
spouse who is disabled; 

(5) Seeking and unable to find full-time employment 
for a single period not to exceed twelve months; or 

(6) Unable to satisfy the ternis of the repayment 
schedule established by the State under paragraph (^(2)(i) 
of th is section and is also seeking and unable to find full-time 
employment as a teacher in a public or private nonprofit 
preschool, elementary school, or secondary school, or in a 
pubBc or private nonprofit preschool, elementary, or secon- 
dary education program for a single period not to exceed 27 
months. 

(h) To qualify for any of the exceptions in paragraph 
(g) of this section, a scholar shall notify the State agency of 
his or her claim to the exception and provide supporting 
documentation as required by the State agency. 

(i) During the time a scholar qualifies for any of the 
exceptions in paragraph (g) of this section, he orshe need not 
make the scholarship repayments referred to in paragraph 
(d) of this section and interest does not accrue. 

0) The State agency shall extend the ten-year schol- 
>hip repayment period established under paragraph (d) of 
w.is section by a period equal to the length of time a scholar 
meets any of the condtions listed in paragraph (g) of this 
section or if a scholar's inability to complete the scholarship 
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repayments within thia ten-year period because of his or here 
financial condition has been established to the State s satis- 
taction. 

(k) The State agoncy shall cancel a scholar's repay- 
ment obligation if it detemiines- 

(1) On the basis of a sworn affKiavit of a qualified 
physician, that the scholar is unable to teach on a full-time 
basis because of an impairment that is expected to continue 
indefinitely or result In death; or 

(2) On the basis of a death cer^ficata or other evi- 
dence, conclusive understate law, that the scholar has ded. 

(Authority: 20 U.S.C. 1 1 1 1f. 1 1 1 1g) 

(FR Doc. 87-27042 Filed 1 1-24-87; 8:45 am) 
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654.50 What requirements must an SEA meet in the admini- 
stration of this program? 

Appendix-Comments 

Authority: 20 U.S.C. 1070d - 31 to 1070d - 41, unless 
otherwise noted. 

Subpart A— General 

654.1 What Is the Robert C. Byrd Honors Scholarship 
Program? 

(a) Under the Robert C. Byrd Honors Scholarship Pro- 
gram, the Secretary makes available, through grants to the 
States, scholarships to exceptionally able students for study 
at institutions of higher education in order to recognize and 
promote student excellence and achievement-^ ; ( i 



(b) This program is known as the 'Byrd Scholarship 
Program' and scholarship recipients are known as 'Byrd 
Scholars." 

(Authority: 20 U.S.C. 1070d-31, 1070d-33) 

654.2 Who Is eligible to apply for an award? 

(a) States are eligible to apply for grants under this 
program. 

(b) Outstanding high school graduates who have 
been axepted or have applied for enrollment at institutions 
of higher education are eligible to apply to their respective 
States of residence for scholarships under this program. 

(Authorit)': 20 U.S.C. 1070d^3) 

654.3 What kinds of activities does th<» Robert C. Byrd 
Scholarship Program assist? 

(a) An SEA may use its allotment under section 
654.20(a) only for making paynnents to scholars. 

(b) An SEA may use its allotment under section 
654.20(b) for covering costs incurred in administering the 
program, as determined in accordance with 34 CFR Part 80, 
or for making payments to scholars. 

(Authority: 20 U.S.C. 1070d-35, 1070d-38) 

654.4 What regulations apply? 

The following regulations apply to the Robert C. Byrd 
Honors Scholarship Program: 

(a) The Education Department General Administra- 
tive Regulations (EDGAR) in 34 CFR Part 76 (State-Admini- 
stered Programs), Part 77 (Definitions that Apply to Depart- 
ment Regulations), Part 80 (Uniform Administrative Require- 
ments for Grants and Cooperative Agreements to State and 
Local Governments), and Part 85 (Govemmenlwide De- 
barment and Suspension (Nonprocurement) and Govem- 
mentwlde Requirements for Drug-Free Workplace (Grants)). 

(b) The regulations in this Part 654. 
(Authority: 20 U.S.C. 1070d^1 et seq.) 

654.5 What definitions apply to the Robert C. Byrd 
Honors Scholarship Program? 

(a) Definitions in the Act The following terms used in 
this part are defined in section 41 9B of the Act: 

Secondary school 

State 

(b) Definitions in EDGAR. The following terms used in 
this part are defined in 34 CFR Part 77: 

EDGAR 

Secretary 

State educational agency (SEA) 
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(c) Other definitions. The following dafinitions also 
apply to this part: 

With respect to the postse^ndaiy academic year, 
"academic year* means^ 

(1 ) A period of time in which a fuH-time student is ex - 
pected to complete the equivalent of at least two semesters, 
two trimesters, or three quarters at an institution that meas* 
ures academic progress in credit hours and uses a semester, 
trimester, or quarter system; 

(2) A period of time in wnich a full-time student is ex- 
pected to complete at least 24 semester hours or 36 quarter 
hours at an institution that measures academic progress in 
credit hours but does not use a semester, trimester, or 
quarter system; or 

(3) At least 900 clock hours at an institution that 
measures academic progress in cbck hours. 

"Acr means the Higher Education Act of 1965, as 
amended. 

"Award period" means the period of time from April 1 
of ono year through March 31 of the following year. 

"institution of higher education" means any public or 
private nonprofit institution of higher education as defined in 
34 CFR 600.4 of the Institutional Eligibility regulations. 

"Recognized equivalent of a high school diploma" 
means— 

(1) A General Education Development (GED) Certifi- 
cate; or 

(2) A State certificate received by a student after the 
student has passed a Slate authorized examination that the 
State recognizes as the equivalent of a high school diploma. 

"Scholar" means a Byrd Scholarship recipient. 

"Scholarship" means an award made to an individual 
under this part 



(Authority: 20 U.S.C. 1070d-31 to 1070d-41) 

Subpart B— How Does a State Apply for a 
Grant? 

654.10 What must a State do to receive a gran t u nder this 
program? 

(a) To receive a grant under the Byrd Scholarship 
Program, a State shall submit a participation agreement to 
the Secretary for review and approval. 

(b) The Secretary approves a participation agreement 
if the agreement— 

(1) Provides that the State, through its SEA, agrees to 
administer the Byrd Scholarship Program in accordance with 
the requirements in this part; 



(2) Describes the criteria and procedures thatthe SEA 
uses in the selection of scholars in sufficient detail for the 
Secretary to determine the degree to which they satisfy the 
provisions of this part; and 

(3) Provides assurances that— 

(i) The SEA will make no changes in the criteria and proce- 
dures to be used in the selection of scholars without the prior 
written approval of the Secretary; 

(ii) Each student receiving a Byrd Scholarship will 
meet tl.3 eligibility reCfUire ments described in section 654.4 1 ; 

(iii) The SEA will select scholars solely on the basis of 
criteria and procedures established in accordance with the 
provisions of section 654.40; 

(iv) The SEA will conduct outreach activities to publi- 
cize the availability of Byrd Scholarships to all seniors attend- 
ing secondary schools in the State, with particular emphasis 
on activities designed to ensure that students from low- 
income and moderate-incomo families knov: about their 
opportunity for full participation in the program; 

(v) The SEA will issue an award for $1 ,500 to each 
Byrd Scholar during an awards ceremony to be held before 
the latest date on which any secondary school in the State 
completes its secondary academic year; and 

(vi) The SEA will expend the amount of Federal funds 
allotted to it for this program only as described in section 
654.3. 

(c) Upon the Secretar/s approvalof its agreement, an 
SEA need not submit additional agreements in order to be 
considered for funding under this program in subsequent 
years. 

(Approved by the Office of Management and Budget under 
control number 1840-0612) 

(Authority: 20 U.S.C. 1070d-33, 1070d-35 to 1070d-39) 

Subpart C— How Does the Secretary Make a 
Grant to an SEA? 

654.20 How does the Secretary allot funds to an SEA? 

From the funds appropriated for the Byrd Scholarship 
Program, the Secretary allots to each SEA having an ap- 
proved participation agreement under 654.10— 

(a) $1,500 multiplied by the number of scholars the 
SEA may select under 654.40(b)(1); and 

(b) $ 1 0.000 plus 5 percent of the amount for which the 
SEA is eligible under paragraph (a) of tfiis section. 

(Authority: 20 U.S.C. 1070d-34) 

Subpart D— How Does an Individual Apply to 
an SEA for a Scholarship? 

654.30 How does an Individual apply for a scholarship? 
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To apply for a scholarship, an Individual shall follow 
the application procedures established by the SEA In the 
State in which the individual resides. 

(Authority: 20 U.S.C. 1070d.33. 1070d-35) 

Subpart E— How Does an SEA Award a 
Scholarship to an Applicant? 

654.40 What are the selection criteria and procedures? 

(a) The SEA shall establish criteria and procedures for 
the selection of scholars after consultation with school 
administrators, school boards, teachers, counselors, and 
parents. 

(b) The SEA shall design the selection criteria and 
procedures to ensure that it— 

(1) Selects ten scholars from among the residents of 
each Congressional district of the State for each award 
period forwhich funds are received, with the exception of tho 
District of Columbia and the Commonwealth of Puerto Rico, 
which shall each establish procedures for tne selection of 10 
scholars from among its respective resident students for 
each year for which funds are received; 

(2) Selects scholars solely on the basis of demon- 
strated outstanding academic achievement, promise of 
continued achievement; and the geographic consideration 
described In paragraph (b)(1) of this section, and— 

(3) Selects scholars— 

(i) Without regard to whether the secondary schools 
they attand are within or outside the scholars' Congressional 
districts or States of residency; 

(ii) Without regard to whether the institutions of higher 
education they plan to attend are public or private or are 
within or outside the scholars' Congressional districts or 
States of residency; 

(lii) Without regard to sex, race, handicapping condi- 
tion, creed, or economic background; and 

(iv) Without regard to their educational expenses or 
financial need. 

(Authority: 20 U.S.C. 1070d.33, 1070d-35 to 1070d-37) 

654.41 What are the requirements for a student to 
receive assistance under this progran)? 

(a)ToreceiveschoIarshipassistanc8.astudentmust— 

(1) During the same secondary academic year in 
which the scholarship is to be awarded— 

(1) Graduate from a secondary school, or receive a 
recognized equivalent of a high school diploma; and 

(ii) Be accepted for enrollment at an institution of 
higher education; 

(2) Be a resident of the State to which he or she Is ap- 
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plying for a scholarship; 

(3) (i) Be a U.S. citizen or national; or 

(ii) Provide evidence from the U.S. Immigration and 
Naturalizat'on Service that he or she— 

(A) Is a pemianent resident of the United States; or 

(B) Is in the United States for other than a temporary 
purpose with the intention of becoming a citizen or penna- 
nent resident; 

(4) File with the institution he or she plans to attend or 
is attending, a Statement of Selective Service Registration 
Status if required by the Institution in accordance with the 
provisions of 34 CFR Part 668 of the Student Assistance 
General Provisions regulations; and 

(5) Pursue a course of study at an institution of higher 
education, as described in paragraph (b) of this secticn. 

(b)(1) For purposes of paragraph (a)(5) of this section, 
a scholar is deemed to be pursuing a course of study if he or 
she is enrolled at an institution of higher education as at least 
a half-time student, as determined by the institution he or she 
is attending under standards applicable to all students en- 
rolled in that scholar's course of study. 

(2) In accordance with such guidelines and standards 
as may be established by an SEA, a scholar who has been 
accepted for enrollment at an institution of highereducation 
may, without forfeiting his or her scholarship, postpone his or 
her enrollment at the institution of highereducation for up to 
a period of one year beginning on the date the scholar 
otherwise would have enrolled in the institution after the SEA 
awarded him or her the scholarship. 

(Authority: 20 U.S.C. 1070d-36 to 1070d^3. 50 U.S.C. App 
462) 

Subpart F— What Postaward Conditions Must 
an SEA Meet? 

654.50 What requirement must an SEA meet In the 
administration of this program? 

(a) To continue to receive payments under this part, 
an SEA shall— 

(1) Provide scholarship assistance only to students 
who meet the requirements in 654.41; 

(2) Select scholars in accordance with the provisions 
in 654.40; 

(3) Award to each scholar only one scholarship in the 
amount of $1,500 to be used for the first academic year of 
study at an institution of higher education; 

(4) Make arrangements, to the extent possible, to 
have scholarship awards presented to the scholars during a 
ceremony at a convenient location by Members of the Senate 
and Members of the House of Representatives who repre- 
sent the State (or by the Delegate in the case of the District 
ofColumbiaorthe Resident Commissioner in the case of the 
Commonwealth of Puerto Rico); 
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(5) Disburse the scholarship proceeds* in the foim of 
Q warrant, voucher, or check payable to the student or 
copayable to the student and an official of the institution of 
higher education in which the student en'^'^Hs. during the 
awards ceremony or after confirming that the scholar has met 
the requirements described in 654.41; 

(6) Make no adjustments to the student's award 
because of the student's educational expenses or financial 
need; 

(7) Collect any scholarship funds disbursed to a 
student who fails to meet the requirements of 654.41; 

(8) Make reports to the Seaetary.that are necessary 
to carry out the Secretary's functions under this part; and 

(9) Except as provided in paragraph (b) of this section, 
expend all fun as received from the Secretary for scholar* 
ships during the award ^ieriod specified by the Secretary with 
regard to those funds. 

(b)(1) After awarding all scholarships during an award 
period, as required by paragraph (a)(9) of this section, an 
SEA may reserve for scholarship expenditures in the follow- 
ing award period any funds that have been awarded but are 
subsequently returned or recovered. 

(2) An SEA may reserve for administrative cosis or 
scholarship expenditures in the following award period any 
funds from its administrative cost allotment that remains 
unexpended at the end of the award period for which the 
funds were granted. 

(Authority: 20 U.S.C. 1070d-33. 1070d-36. 1070d-38 to 
1070d-40) 

Appendix-Comments 

J une 20, 1989 FEDERAL REGISTE R 

SUPPLEMENTARY INFORMATION: The Byrd Scholarship 
Program is a federally funded program authorized under Title 
IV, Part A, Subpart 6 of the HEA. The purpose of the program 
Is to promote student excellence and achievement and to 
recognize exceptionally able students who show promise of 
continued academic achievement Nonrenewable scholar- 
ships 0 f $1 .500 are awarded to students on the basis of merit 
for the firstyear of study at an institution of higher education. 

Byrd Scholarships were awarded for the first time in 
the spring of 1987. for study in academic year 1987-88. 
Because the Secretary has not previously issued specific 
regulations for this program, administration of the program to 
date has been governed by the General Education Provi- 
sions Act. Education Department General Administrative 
Regulations (EDGAR), applicable provisions of the program 
statute, and notices of final procedures published i<i the 
Federal Register. The publication of notices of final proce- 
dures was necessitated in fiscal years 1987 and 1988. and 
again in the current fiscal year, due to language in the 
Departmenrs appropriation acts f orthose years which super- 
seded certain provisions of the Byrd statute. Barring the 
enactment of superseding appropriations language in future 
years, the issuance of these regulations is intended to 
remove the need for annual notices of final procedures, by 
providing permanent guidance to States in their administra- 



tion of the program. 

On September 30. 1988. the Secretary published a 
notice of proposed rulemaking (NPRM) for the Robert C. 
Byrd Honors Scholarship Program In the Federal Register 
(53 FR 38660). 

Changes Resulting From Public Comment 

In addition to a number of editorial and technical 
revisions which have been made to these final regulations as 
a result of the comments received on the NPRM and as 
discussedin detail in the Analysis of Comments and Changes 
section which folkws. the Secretary has also made the 
following significan! changes: 

1. Thetemi*catendaryearinsections654.10(b)(3)(v) 
and 654.41(a)(1) has been replaced with the term 'secon- 
dary academic year.* The specific time frames which are to 
be associated with the term 'secondary academicyear* shall 
be determined by each SEA. (The term 'secondary aca- 
demic year* is to be distinguished from the term 'academic 
year* which refers to the postsocondary academic year and 
is defined in section 654.5.) 

2. The heading in section 654.2 has been changed to 
read. "Who is eligible to apply for an award?" This change 
and a concomitant change to subsection 654.2(b) were 
made in order to clarify that those students who have applied 
to an institution of higher education are eligible to apply for a 
Byrd Scholarship oven if they have not yet been accepted for 
enrollment by an institution of higher education. 

3. Section 654.41(b)(2) was added to provide that a 
Byrd Scholar may. without forfeiting his or her scholarship 
award, postpone enrollment in an institution of higher educa- 
tion for up to one year after receipt of the scholarship award, 
in accordance witfi such program guidelines and standards 
as each SEA may establish. 

Analysis of Comments and Changes 

In response to the Secretary's invitation in the NPRM. 
nine parties submitted comments on the proposed regula- 
tions. An analysis of the comments and of the changes in the 
regulations since publication of the NPRM follows. Substan- 
tive issues are discussed under the section of the regulations 
to which they pertain. 

Section 654.2 Who Is eligible to apply for an award? 

Comment' One commenter requested that the Secre- 
tary change section 654.2(b) of the NPRM to permit secon- 
dary school students who have not yet been accepted for 
enrollment atinstitutions of higher education to apply for Byrd 
Scholarships. The commenter requested this diange be- 
cause he stated that applicants do not receive acceptances 
from most colleges and universities until April, and it would be 
very late for students to begin the application process for the 
Byrd Scholarship in April. 

Discussion: Although section 419F(a) of the HEA 
requires that a student be accepted for enrollment to be 
awarded a Scholarship, there is no statutory requirement 
that a student be accepted for enrollment in order to apply for 
a Byrd Scholarship. If an applicant applies for and subse- 
quently does not accept the Scholarship or subsequently is 
not accepted for enrollment in an institution of higher educa- 
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tion, than ttie SEA riiust award the Scholarsiilp to another 
applicant from a list of altemafes. The Secretary agrees tiiat 
a change is necessary to clarify the purpose of the section, 
which is to state the requirements that must be met by 
students who wish to apply for an award under the Robert C. 
Byrd Honors Scholarship Program. 

Changes: The Secretary has changed the title of 
subsection 654.2 to read, "Who is eligible to apply for an 
award?*. The Secretary has also changed section 654.2(b) 
to allow a secondary school graduate who has applied but 
has not yet been accepted for enrollment at an institution of 
higher education to apply for a Byrd Scholarship. The change 
does not make the student eligible to receive the scholarsh ip 
prior to acceptance for enrollment at an institution of higher 
education. (See the first comment and discussion regarding 
section 654.41 for a discussion of another commenter's 
related concern about a student's eligibility to apply for a 
Scholarship.) 

Section 654.10 What must a State do to receive a grant 
under this program? 

Comment: Rve commenters requested that the Sec- 
retary make the awards ceremony required In sections 
654.10(b)(2)(v) and654.50(a)(4) optional or permit the cere- 
mony to be at the discretion of the SEA. One of tiie 
commenters stated that he conducted an elaborate awards 
ceremony for the 1987 Byrd Scholars and invited the entire 
Congressional delegation to the event. Only one member of 
the House of Representatives was able to appear. Several 
other commenters also stated that a single ceremony was 
very difficult to schedule with the complex schedules of the 
Members of Congress and logistically difficult for States to 
administer. The commenters also mentioned that for the first 
two years of the program, and now for the third year, 
language in the ED appropriations legislation has eliminated 
the statutory requirement for an awards ceremony. 

Discussion: Section 654.50(a)(4) instructs SEAs to 
"make an^ngements, to the extent nng<;ib!f> to have awards 
presented to the scholars during a ceremony at a convenient 
location * * *" (emphasis added). Thus, this section already 
affords SEAs discretion in choosing the type and location of 
their award ceremonies, and the Seaatary finds there is no 
need to change the section. In accordance with section 
654.50(a)(4), the Secretary encourages SEAs to invite the 
appropriate Congressional representatives to participate in 
any ceremony that is held pursuant to this section. As an al- 
ternative to holding a formal awards ceremony, the Secretary 
encourages SEAs to provide Members of the Senate and 
House of Representatives with lists of the Byrd Scholars from 
their distncts along with the suggestion that they acknowl- 
edge formally the scholars' accomplishments, either in a 
letter to the scholar or by other means available to the 
Members. 

Changes: None. 

Section 654.40 What are the selection criteria and 
procedures? 

Comment: One commenter asked *^hat happens to 
the funds if fewer than ten applications are received from a 
Congressional district. He also asked if Uie excess funds 
could be awarded to applicants from other Congressional 
districts. 



Discussion: Section 654.40(b)(1) requires 'dach SEA 
to select ten scholars from arDong the resktentsof each Con- 
gressional district of the State for each award period. This 
regulatory requiren)ent implements the statutory require- 
ment that is in section 419G(b) of the program statute and 
cannot be changed absent an amendment to the statute. If 
the SEA receives fewer than ten appik^ttons from eligible 
students In a particular Congressional district, the Secretary 
suggests that it contact th^ secondary schools in that Con- 
gressional district to encourage the submission of addittonal 
appllcatk)ns. As a practical matter, however, the Secretary 
considers it highly unlikely that an SEA wciiki receive fewer 
than ten eligible applk^ations from each Cor^gressional dis- 
trict 

In any event, for fiscal years 1987, 1988, and 1989 
section 4l9G(b) has been superseded by language in the 
Department of Education appropriations acts for those fiscal 
years. Thus, for fiscal year 1989 (as in the past two fiscal 
years) grantees are not required to comply with 654.40(b)(1) 
on tiie application process, but rather with tiie provistons of 
tiie notice of final procedures published in tiie Federal 
Register on March 27, 1989 (54 FR 12549). 

Changes: None. 

Comment: One commenter requested tiiat section 
654.40(b)(2) and all otiier appropriate sections include a pro- 
hibition against tiie awarding of scholarships solely on tiie 
basis of college admissions test scores. The coirmenter 
considered college admissions tests to be biased on the 
basis of race, gender, and socioeconomic status, and was of 
tiie opinion that for this reason SEAs should not be permitted 
to use tiiem to award scholarships. The commenter recom- 
mended tiie use of high school grades as a selection crite- 
rion, because tiie commenter believed tiiat tiiey are a better 
predictor of college performance tiian college admissions 
test scores. 

Discussion: The program statute does not specify 
which selection criteria SEAs must use in determining tiie 
selection of Byrd Scholars. Ratiier, section 419G(a) autiior- 
izes SEAs to "* * * establish tiie criteria for tiie selection of 
scholars. * * *" Therefore, tiie Secretary cannot prohibit 
SEAs from considering college admissions test results as 
one of their criteria. However, tiie SEAs are required, under 
section 654.40(b)(2), to select tiie scholars on tiie basis of 
outstanding academic achievement prior to their graduation 
from high school as well as on tiie basis of the promise of 
continued academic achievement. The Secretary considers 
it unlikely tiiat an SEA could use a ''college admissbns test" 
as tiie sole criterion in scholar selection witiiout bringing into 
question tiie SEA's compliance witii tiie requirements of 
section 654.40(b)(2). The SEA would have to be able to show 
tiiat tiie test had been designed to test prior academk: 
achievement and not just to predict college performance. 
The Secretary encourages alt SEAs that use college admis- 
sions test scores as a selection criterion to use otiier criteria 
as well, so as to ensure generally tiiat SEAs award scholar- 
ships to tiie most qualified scholars. 

Changes: None. 

Comment: Two commenters were concerned about 
section 654.40(b)(2)(ii) which requires tiie SEA to select 
scholars without regard to whether tiie secondary schools 
tiiey attend are witiiin or outside tiieir Congressional districts 
or States of residency. One commenter had previously inter- 
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preted the statute to require scholars to be graduating or 
have graduated from a secondary school within the State to 
which the scholar makes application for a Byrd Scholarship. 
An additional concem was that this requirement would add 
confusion to the program by requiring the SEA to have proof 
of residency from parents when applicants are nominated by 
out-of-State secondary schools. 

Discussion: Section 419G(b) of the program sUitale 
requires SEAs to select scholars from "among residents of 
each congressional district in a Stale. * * *" Sections 
654.40(b)(1) and 654.40(b)(2)(ii) maintain the statutory 
emphasis on the district or State of a student's residency. 
Doing other>^'ise would render students ineligible for Byrd 
scholarships in their State simply because they attend out-of- 
State schools; such as Department of Defense overseas 
schools orout-of-State boarding schools. The Secretary can 
find nothing in the .statute or in the legislative history to 
support such a result. Under these regulations, a student 
who is attending a secondary school outside his or her Stcte 
of residency applies for a Byrd Scholarship through the SEA 
of his or her State of residency and Is counted In the 
appropriate Congressional district as indicated by his or her 
residency documentation. 

Changes: None. 

Section 654.41 What are the requirements for u student 
to receive assistance under this program? 

Comment: One comm enter expressed concem with 
proposed section 654.41(a)(1) which requircs.a scholar to 
graduate from a secondary school or to receive a recognized 
equivalent of a high school diploma in thj same calendar 
year in which the SEA awards the Byrd Scholarship. The 
comm enter was concerned that students who receive a rec- 
ognized equivalent of a high school diploma before ihtt be- 
ginning of the "calendar year" would be denied the opportu- 
nity to apply for the scholarship. The commenter recom- 
mended that the section be modified to allow applications 
from students who receive a recognized equivalent of a high 
school diploma within six months preceding the start of the 
calendar year in which scholarships are to be awarded. 

Discussion: The Secretary agrees that the use of 
"calendar year* would deny this type of student the opportu- 
nity to apply for the scholarship, and that such denial is not 
in keeping with the Intent of the program. 

Changes: The Secretary has revised section 
654.41(a)(1) to replace the term "calendar year" with the 
statutory term "secondary academic year," found in section 
4191(b) of the program statute. The specific time frame 
associated with the secondary academic year in each State 
shall be determined by each State. (Note: the term "secon- 
dary academic year" Is to be distinguished from the term 
"academic year." which Is the postseconda'y academic year 
as defined In section 654.5.) 

Comment: A commenter was concerned that section 
654.41 (a)(1)(ii) requires a student to graduate from secon- 
dary school and enter an Institution of higher education 
during the same calendar year. The commenter requested a 
modification that would permit a Byrd Scholar some opnons 
in enrollment in higher education. In the commenter's opin- 
ion, this section would reduce the range of options, such as 
foreign exchange programs that would postpone college 
enrollment by one year, that some outstanding students want 



to pursue. The commenter slated that in the first year of the 
Byrd Scholarship Progiam a recipient from his State had to 
postpone enrollment in an institution of higher education until 
the second semester due to an operation. He believed that 
the scholar would have been unable to receive the scholar- 
ship if the proposed regulations were in effect at that time. 

Discussion: Section 654.41(a)(1)(ll) of the NPRM 
requires only that a scholar be accepted for enrollment at an 
institution of higher education during the same secondary 
academic year (re fen^ to as "calendar year in the NPRM) 
as the scholarship Is to be awarded. Thus, in response to the 
commenter'sconcem, the Secretary doesnotinterpreteither 
the statute or section 654.41 (a) (1)(ll) of the NPRM as requir- 
ing enrollment during the same year as the scholarship Is 
awarded. Rather, the Secretary considers a delay of enroll- 
ment for up to one year, as is suggested by the commenter, 
to be authorized under the statute although he would con- 
sider any delay lasting more than one year to be inconsistent 
with the purpose of the program. 

Changes: The Secretary has renumbered section 
654.41(b) so that It is now section 654.41(b)(1) and has 
added section 654.41(b)(2) to provide that a scholar may 
postpone enrollment in an institution of higner education for 
up to one year after receipt of a Byrd Scholarship award. 
However, the new section 654.41(b)(2) also authorizes an 
SEA to develop and apply program guidelines and standards 
to the review of any scholar's request for a postponement of 
enrollment, in accordance with the program administration 
authority provided to the SEA by section 419E(1) of the Byrd 
Scholarship Program statute. 

Comment: One commenter requested that an SEA 
collect the Statement of Registration Status required in 
section 654.41(a)(4). The commenter believed that this 
procedure Is proper since the SEA makes the award to 
qualified redpienis prior to their actual enrollment in a 
postsecondary institution. 

Discussion: The requirement that recipients of aid 
under Title IV of the HEA who are required to register with 
Selective Service file a Statement of Registration Status with 
the postsecondary institution which they plan to attend 
(rather than the SEA as suggested by the commenter) is 
statutory (see 50 U.S.C. App. 462). and the Secretary cannot 
change the requirement. 

Changes: None. 

Section 654.50 What requirements must a State meet In 
the administration of this program? 

Comment: One commenter expressed concem that 
sections 654.50(a)(4) and 654.50(a)(5) in combination with 
the requirements In section 654.41 would delay the awards 
ceremony and the disbursement of funds until after tho 
student has begun hii or her initial term in postsecondary 
education. The commenter was further concerned that 
654.50(a)(7) would delay the disbursement of funds until the 
Institution of higher education has certified all requirements 
In section 654.41, 

Discussion: There is no requirement that the State- 
ment of Registration Status must be filed prior to the SEA*& 
awarding of the scholarships during an awards ceremony. 
Under section 654.50(a)(5). the SEA may decide for itself 
when to disburse the funds. The fact that neither the State- 
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ment of Registration Status nor the confirmation of enro)(- 
ment h obtained before the actual enrollment of a scholar in 
a postsecondary institution need not delay the award of the 
scholarship. The Secretary interprets section 4191(b) of the 
program statute to require each SEA to make each award 
before the last data on which any secondary school in the 
Slate completes its secondary academic year. However, 
these regulations do not require the SEA to disburse the 
awards at that time. Under section 654.50(a)(5), each SEA 
may hold the funds until after the awards ceremony and 
followinq confinnation that the student has met the require- 
ments in section 654.41. Although section 654.50(a)(5) 
ponnits an SEA to delay the disbursement of icnds until after 
it has confirmed that the scholar has met the requirements of 
section 654.41. it does not require the SEA to do .^o. If the 
SEAchooses to disbursethe scholarship funds atthe awards 
ceremony, as it is also authoiized to dc» under section 
654.50(a)(5), it is then required, under section 654.50(a)(7). 
to collect any funds disbursed to students who fail to meet the 
requirements of 654.41. 

Changes: None. 

(FR Doc. 89-14526 Filed 6-19-89; 8:45 am] 





PART 673*tNCOME CONTINGENT LOAN 
PROGRAM 

Notd.-An asterisk (*) indicates provisions that are 
identica! to provisbns in Parts 674, 675 and 676. 

Subpart A<*Scope, Purpose, and General 
Definitions 

$•0. 

673.1 Purpose. 

673.2 Definitions. 

Subpart B-Selectlon and Funding of 
Demonstration Projects 

673.11 Eligible applicants. 

673.12 Application for grants. 

673.13 Evaluation of an application. 

673.14 Selection criteria— new grants. 

673.15 Selection criteria— continuation grants. 

673.16 Determination of need for ICL 
Demonstration Project funds. 

673.17 Allocation of ICL Demonstration 

Subpart c*GeneraI Provisions 

673.21 Program parHctpation agreement 

673.22 Student eligibility and selectk)n requirements. 

673.23 ICL loan maximums. 

673.24 Allowable costs of attendance-19d7-88. 

673.25 Expected family contribution-1 987-38. 
673.28 Approved need analysis sy.<:tAms- '^987-88. 

673.27 Overaward. 

673.28 Coordination with BIA grants. 

673.29 Making and disbursing loans. 

673.30 Federal interest In allocatsd funds-transfer of Fund. 

673.31 Use of funds. 

67a.32 Fiscal procedures and records. 

Compliance with equal credit opportunity require- 

mentik. 

Subpart D-Loan Terms and Conditions 

673.41 Permissible charges to students. 



673.42 Promissory note. 

673.43 Repayment plan. 

673.44 Deferment of repayment-financial hardship. 

673.45 Cancellation for death or disability. 

Subpart E<*Due Diligence [Reserved] 
Appendix A«SampIe Promissory Note 

Authority: 20 U.S.C. 1087a-1087e, unless otherwise noted. 

Subpart A*Scope, Purpose, and General 
Definitions 

S*c,S73.1 Purpose. 

(a) The Income Contingent Loan (ICL) Program pro- 
vides loans through institu^ons of higher education to finan- 
cially needy students attending those institutions to help 
them pay their educational costs. 

(b) The Secretary implements the ICL Program through 
the iCLDemonstration Project (Demonstration Project). Under 
the Demonstration Project, the Secretary provides funds to 
selected institutions of higher education, to establish a re- 
volving ICL fund at the instituiion, in order to evaluate the 
feasibility of a program of student loans using income-based 
repayment plans. 

(Authority: 20 U.S.C. 1087b) 

S«a 673.2 Definitions. 

(a) Subpart A of the Sudent Assistance General 
Provisions, 34 CFR Part 668, sets forth definitions of the 
following terms used In this part: 

Academic year 

Act 

Award year 

Campus-based programs 
Clock-hour 

College Work-Study (CWS) Program 

Consolidation Loan Program 

Defense loan 

Dependent student 

Direct loan 

Enrolled 

Guaranteed Student Loan (GSL) Program 
Independent student 
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National Defense Student Loan Program 

Nationai Direct Student Loan (NDSL) Program (now called 
the Perkins Loan Program) 

National of the United States 

One-year training program 

Parent 

Pell Grant Program 

Perkins Loan Program (formerly called the National Direct 
Student Loan Program) 

PLUS Program 

Postsecondary vocational institution 

Proprietary institution of higher education 

Public or private nonprofit institution of higher education 

Recognized equivalent of a high school diploma 

Regular student 

Secretary 

Six-month training program 
State 

State Student Incentive Grant (SSIG) Prs.gram 

Supplemental Educational Opportunity Grants (SECXs) 
Program, and 

Supplemental Loans for Students (SLS) Program 

(b) The Perkins Loan Program (formerly National 
Direct Student Loan (NDSL) Program) regulations, 34 CFR 
Part 674, sets forth definitions of the following temns used in 
this part: 

Acceleration 

Default 

Defaulted principal amount outstanding 
Eligible program 

Expected family contribution (EFC) 
Rnancial need 

Half-time graduate or professional student 

Half-time undergraduate 

Institution of higher education (institution) 

Matured loans 

Payment period 



(c) The Secretary defines other temis used in this part 
as follows: 

Adjusted gross income: The adjusted gross income 
(AGI) reported on the Federal income tax return. 

Base income year: The most recent Federal tax year 
ending before November 1 of the calendar year preceding 
the calendar year for which a payment obligation is calcu- 
lated. 

Federal capital contribution (FCC): Federal funds 
provided to an institution in order to establish andmalntain an 
ICL Fund. 

Fund (ICL Fund): A fund established and maintained 
according to Sec. 673.21. 

Grace period: A penod of nine consecutive months, 
starting from the date the borrower ceases to be at least a 
half-time student at an institution of higher education, during 
which a borrower does not have to make payments. 

Handicapped.student: A student who meets the defi- 
nition in sectk)n 602(1 ) of the Education of the Handicapped 
Act, as amerided[20 U.S.0: 1401(1)}, that is, a studentwho 
is mentally retarded, hard of hearirig, deaf, speech- and 
languagenmpalred, visually ^handicapped, seriously emo- 
tionally disturbed, orthopedicalty impaired, or is otherwise 
healthnmpaired or has specific learning disabilities which 
require special education and related Servians. 

Initial repayment period: The period of tinrve beginning 
at the end of tiie grace period of a borrower and ending 
December31 of tiie first complete calendar year after tfie end 
of the grace period. 

Institutional capital contribution (ICC): Funds contnV 
uted by tfie institution in order to establish and maintain an 
ICL Fund. 

Opening loan account balance: The principal and 
accrued interest outstanding on the date on which the grace 
period of a borrower ends. 

(Autfiority: 20 U.S.C. 1087a-1087e) 

Subpart Q-Selectlon and Funding of 
Demonstration Projects 

Sac 679.11 Ellglbl* applicants 

An institution is eligible to apply for a grant to carry out 
an \ncom Contingent Loan (ICL) Demonstration Project if 
the institution — 

(a) Participates in the current award year in the Pell, 
campus-based (Perions Loan, College Wori<-Study. and 
Supplemental Educational Opportunity Grant), and Guaran- 
teed Student Loan Programs; 

(b) Offers at least one educational progranv— 

(1) For which it awards a baccalaureate degree; or 

(2) Which is at least a two-year program which is 
acceptable for full credit toward a baccalaureate degree; 




xV) Has at least an aggregate of 500 students enroiied 
in tht ' r' 3grai^{s) described in paragraph (b) of this sec&'on; 
and 

(d) Has a Perkins Loan deteult rate, as defined in 34 
CFR 674.6a(d) of no more than 7.5 percent as of December 
31 of the calendar year preceding the award year for which 
the ins&'tu&bn applies for a grant 

(Authority: 20 U.S.C. 1087a. 1087b) 

Sec 673.12 Application for grants. 

(a) New grants. An ins&'tution applies for a new grant 
for an ICL Demonstration Project by submitting an applica- 
tion that'- 
ll) Includes information that addresses each of the 

selection criteria set forth in Sec. 673.14{g], (h) and (i); 

(2) Describes in detail the institution's plans for a 
Demonstration Project as outlined in Sec. 673.14(f); and 

(3) Contains an assurance that the inst'* tion will 
comply with the requirements imposed under this , art and 
will carry out a Demonstration Project for the five years for 
which the project is authorized. 

(b) Continuation grants. An institution may apply for 
funds to continue an ICL Demonstration Project by submit- 
ting an application that reports the results of the institutional 
evaluation completed for tfie previous award year as set forth 
in the institution's original application and that requests 
additional funds. 

(Approved by the Office of Management and Budget under 
control number 1840-0589) 

(Authority: 20 U.S.C. 1087b) 

Sec. 673.13 Evaluation of an application. 

(a) (1) The Secretary uses the selection criteria in Sec. 

673.14 to evaluate applications for new grants. 

(2) The Secretaiy awards up to 120 points for these 
criteria. 

(3) The maximum possible score for each criterion is 
indicated in parentheses. 

(b) The Secretary uses the selection criteria in Sec. 

673.15 to evaluate applications for continuation grants. 

(c) (1) After evaluating applications for new grants 
according to the criteria in Sec. 673.14. the Secretary may 
determine whether the most highly rated applications are 
broadly and equitably distributed throughout the Nation for 
each competition under this program. The Secretary may 
select other applications for funding if doing so would im- 
prove the geographical distribution of projects funded under 
tiiis program. 

(2) The Secretary may select an application for fund- 
ing to improve the diversity' of activities or projects funded 
under a particular competition. 



(Authority: 20 U.S.C. 1087b) 

Sac 673.14 Selactlon criteria— new granta. 

(a) Rndings of the latest ED program review. (15 
points) The Secretary reviews tiie results of the latest ED 
program review in order to detemiine whether the applicant 
has demonstrated compliance with applicable statutes and 
regulations. 

(b) Results of the institution's most recent audit report 
submitted to ED. (15 points) The Secretary renews the 
results of the institution's most recent audit report submitted 
to ED to determine whether a significant misuse of Federal 
funds has been identified. 

(c) The Institution's total number of undergraduate 
students. (10 points) The Secretary reviews the total number 
of undergraduate students as reported by the institution on 
the Rscal-Operations Report and Application to Participate 
(FISAP) in the National Direct Student Loan (NDSL), Supple- 
mental Educational Opportunity Grant (SE<^G) and College 
Work-Study (CWS) Programs for the previous award year to 
detemiine whether the institution has experience in admvii- 
stenng student assistance programs for a large number of 
students. 

(d) Compliance with the Pell Grant Program reporting 
requirements. (10 points) The Secretary reviews ED records 
of tile institution's compriance witii all the deadline dates set 
by ED for the receipt of institutional payment summary (IPS) 
documents for the Pell Grant program for the award year prior 
to the award year for which tiie institution is applying for a 
demonstration grant 

(e) The institution's default rate under the Perkins 
Loan Program. (10 points) The Secretary evaluates tiie 
infomiation provided by the institution on the FISAP to 
detemiine the institution's default rate under tiie Perkins 
Loan Program as of June 30 of the calendar year prececfing 
tiie award year for which tiie institution applies for a grant If 
tiie institution's deteultrate has changed since submission of 
the FISAP. the institution m ust submit revised Sections A and 
C of the FISAP in order for tiie Secretary to determine tiie 
institution's deteult rate under the Pertains Loan Program as 
of December 31 of tiie calendar year preceding the award 
year for which tiie institution applies for a grant 

(0 Plan of operation. (20 points) (1) The Secretary 
reviews each application to evaluate tiie quality of tiie plan of 
operation for tiie project 

(2) The Secretary detemiines tiie extent to which tiie 
plan of operation shows— 

(i) An effective plan of management tfiat insures 
proper and efficient administration of tiie project; 

(ii) How the objectives of tiie project relate to tiie 
mission of the institution; 

(Hi) An effective plan to use institutional resources and 
personnel to achieve each objective; 

(iv) A documented process to be used in selecting ICL 
borrowers; and 

(v) An effective plan for publicizing tiie ICL Program. 
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(g) Quality of key A^sonne). (10 points) 

(1) The Secretary reviews each application to evalu- 
ate the qualifications of tfie key personnel the applicant plans 
to use on the project 

(2) The Secretary evaluates— 

(1) The qualifications of the projec ^ director (if one is to 
be used): 

(ii) The qualifk:atk)ns of each of the other key pers on* 
net to be used in the prqeca; and 

(iii) The time that each person referred to in para- 
graphs (gKI ) and (2) of this secdon will commit to the project 

(3) To 6e\emine personnel qualifications, the Secre- 
tary consklers experience and training in student finanoal aid 
administration, particularty the Perkins Loan Program, re- 
lated to the objectives of the project, as well as other 
qualifk:ati6ns relevant to the quality of the project 

(h) Evaluation plan. (20 points) (1) The Secretary 
reviews each appEcation to evaluate the qualiv of the evalu- 
ation plan for the Oennonstratipn Project 

(2) The Secretary deternu'nes whether the applicant 
proposes methods of e\^uatk)n that are appropriate for the 
project and, to tf^/e extent possible, produce proicedures that 
may be replicated. 

(i) Willingness to overmatch. (10 points) The Secre- 
tary reviews each application to determine whether the 
applicant is willing to contnbute institutional capita! contribu- 
tion to the loan fund exceeding that required under Sea 
673.21 

(Approved by the Offrce of Management and Budget under 
control number 1840^589) 

(Authority: 20 U.S.C. 1087b) 

Sec 673.15 Selection criteria— continuation grants. 

(a) Compliance vWth performance and reporting re- 
quirements. The Secretary evaluates the FISAP to deter- 
mine wtiether the institution has demonstrated a high degree 
of compliance with the performance and reporting require- 
ments of the Perkins Loan program as evidence of continuing 
ability to implement the repayment administration activities 
required by the ICL Program. 

(b) Evaluation. The Secretary detemnines whether 
the evaluation submitted by the institution of its experience 
with the Demonstration Prqect is thorough and indcates a 
high level of administrative capability and institutional com- 
mitment to the ICL Demonstration Project 

(Authority 20 U.S.C. 1087b) 

Sec S73.1 6 Determination of need for ICLDem o nttrati o n 
Pro]ect funds, 

(a) The Secretary detennines an institution's need for 
ICL Demonstration Project fund Federal Capital Contribu- 
Uons (FCC) accordng to 34 CFR 674.6, 674.7, and 674.7a 



(b) The amount of Peridns Loan FCC allocated to the 
institution is consklered in detennining remaining institu- 
tional need for ICL funds. 

(Authority: 20 U.S.C. 1087b) 

Sec; 673.17 Allocation of ICL Demonstration Project 
funds. 

(a) The Secretary allocates ICL Demonstration Proj- 
ect funds to institutk>ns on the basis of the institution's need 
for ICL funds detemnined in accordance with Sec. 673.16. 

(b) If funds appropriated for the ICL Demonstration 
Project FCC btq insufficient to fund the aggregate amount of 
unmet institutional need as detemiined in 34 CFR 674.6 for 
Demonstration Prtj^sct Institutions, the Secretary allocates 
funds to institutions on the basis of— 

(1) The ratio of each institution's unmet need to the 
aggregate amount of that need at all Demonstration Project 
Institutions; and 

(2) The Secretary's detemiination of the amount of 
funds needed to create or sustain an ICL Demonstration 
Project at the institution at a level consistent with tiie purpose 
of the ICL Denionstration Prcject 

(c) (1) If an institution antidpates not using all of its 
aIk>cation for an award year for ICLs and for authorized 
e}q}enses by the end of that award year, it must spedfy the 
expected unused amountto the Secretaiy and retum tfiose 
funds, if directed. 

(2) The Secretary distributes funds retumed in accor- 
dance with paragraph (c)(1) of this section in a manner that 
bestcam'es out the purposes of the ICL program. 

(Authority: 20 U.S.C. 1087b{c)) 

Subpart OGeneral Provisions 

Sea 673.21 Program participation agreement 

To partidpate in tire ICL Program, an institution shall 
enter into a participation agreement with the Secretary. The 
agreement provides thatthe institittion shall use the funds it 
receives solely for the purposes specified in this part and 
shall administer the program in accordance with the Act, this 
part and the Student Assistance General Provisions regula- 
tions, 34 CFR Part 668. The agreement provides that the 
institution shall deposit and maintain these funds in an 
interest-bearing account. The agreement further provides 
that- 

(a) The institution shall establish and maintain a Fund 
and shall deposit into the Fund- 

(1) FCC appropriated under section 452(b) of the Act: 

(2) ICC equal to at least one-ninth of the FCC de- 
scribed in paragraph (a)(1) of this section; 

(3) Repayments of prindpal and interest; 



(4) PenaiV charges a;nected under Sec. 673.41 (b) 
and(c). 

(5) Any other eanr»lngs of the Fund including any 
interest earned on the funds listed in paragraphs (aKI) 
through (4) of this sectton; and 

(6) Any short term, no-interest loans the institution 
makes to the Fund in antidpation of collections or receipt of 
FCC. 

(b) The institution shall use the money in the Fund only 

Ibr- 

(1) Making ICLs to students; 

(2) Administrative expenses as provided for in Sea 
673.31; 



(3) Capital distributions in accordance with section 
466 of the Act; 

(4) Litigation costs; 

(5) Othercollection costs, agreed to by the Secretary 
in connection with the collection of principal, interest, and 
penalty charges on a loan made from tfie Fund; and 

(6) Repayment of the short term, nonnterest toans 
made to tfie Fund by tfie institution in anticipation of collec- 
tions or recept of FCC. 

(c) At least annually, the institution shall submit a 
report to the Secretary which contains infomiation on bans 
in default- 

(1) 120 d^s or more for teans repayable in monthly 
installments; or 

(2) 180 days or more for bans repayable in less 
frequent installments; 

(d) If a loan is in default despite due dP^ence on the 
part of tfie institution in collecting tfie loan, tfie institution may 
assign its rights to tfie ban to tha United States witf)out 
recompense. 

(e) To assist institutions in collecting outstanding 
loans, tfie Secretary provides to an institution tfie names and 
addresses of borrowers or other information relevant to 
collection whidi is available to tfie Secretary. 

(0 The Secretary may require tfiat tfie institution 
restore to ttie Fund tfie outstancfing principal balance, ac- 
crued interest, and any administrative cost allowance it 
received for an ICL if tfie institution- 

(1) Improperly dsbursed the loan; or 

(2) Failed to exercise due diligence in its collection of 
tfie defaulted loan. 

(Autfiori^: 20 U.S.C. 1087c) 

(Approved by the Office of Management and Budget under 
control number 1840-0589) 



Sec 673.22 Student eligibility and eelectlon 
requirements. 

(a) ErigibniV. A student is eligible to receive fiinds 
underthe Income Contingent Loan Program at an institution 
of higher education if the student- 

(1) Is a regular student: 

(2) Is enrolled or accept(9d for enrollment as at least a 
half-time undergraduate studdnt Ml an eligible program at tfiat 
institution in accordance witfi Sec. 673.1 1 (b); 

(3) (i) Has ahigh school dipbma or recognized equiva- 
lent; or 

(i) Is beyond the age of compulsory school atten- 
dance m the State in which tf)e institution he or she is 
at^nding is k)cated and has tfie ability to benefit from tfie 
education or training offered by tfiat institution; 

(4) (i} Is a U.S. dtizen or national; 

(r) Is a permanent resident of the U.S.; 

(ii) Provides evidence from the Immigration and 
Naturalization Service that he or she is in the United States 
for otf)er tfian a temporary purpose with tfie intention of 
becoming a citizen or permanent resident; or 

(iv) Is apemianentresident of tfie Trust Territory of tfie 
Padfto Islands, or tfie Nortfifmi Mariana Islands; 

(5) Except as prowded in paragraph (eK2) of tfiis 
section, hasfinandal need. Amemberofarel)g'iousorder(an 
order, community, sodely. agency, or organization) vtho is 
punsung a course of stuc^ at an institution of higher educa- 
tion is considered to have no finandal need if tfiat religious 
order- 

(i) Has as its primary objective tfie promotion of ideals 
and beKefs regarding a Supreme Being; 

(a) Requires its members to forego monetary or otfier 
support substantially beyond tfie support it provides; and 

(ill) Directs the member to pursue tfie course of study 
or provides subsistence support to is members; 

(6) Is maintaining satisfactory p,'ogress in tfie course 
of study he or ^he is pursuing according to tfie standards and 
practices of tfiat institution: 

(7) Does not owe a refundon a grant awarded under 
tfie Pell Grant. SEOG or SSIG programs to meet tfie cost pf 
attending any institution: 

(8) Is not in default on any loan made or guaranteed 
under tfieTrtle IV HEA programs to meet tfie costof attendng 
any institution; and 

(9) Receives a preliminary or final determination from 
tfieinstitutionoftfiestudenrseligibilit/orineligibiiltyfbraPen 
Grant 

(b) Overpayment Overpsymentof a grant means tfiat 
a student's grant payments are greater tfian the amount he 
or she is entitled to receive. A student who owes a refund on 
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a Pell Grant, SEOG, or SSIC due tc an overpayment Is 
eligible to receive a iCL under the foliowing conditions: 

(1)(i) Overpayment of Pell Grant If an institution 
makes an overpayment of a Pell Grant to a student, that 
student is eligible to receive an ICL if- 

.(A) The student is otherwise eligible: and 

(B) The institution can eliminate the overpayment in 
the award year in which it occurred by adjusting subsequent 
Pell Grant payments for that award year. 

(ii) Overpayment of a Pell Grant doe to institutional 
error. If the institution makes an overpayment of a Pell Grant 
as a result of its own error and cannot correct it as spedfied 
in paragraph (b}(1)(i)(B) of this section, it may continue to 
disburse an ICL to tfiat student if the student- 

(A) Is otherwise eligible; and 

(B) Acknowledges in writing the amount of overpay- 
ment and agrees to repay it in a reasonable period of 'Jme. 

(2}Overp^mentof anSEOGorSSIG. If an institution 
makes an overpayment of an SEOG or SSIG to a student, 
that student is eligible to receive an ICL H- 

(i) The student is othenvise eligible; and 

(fi) The institution can eliminate the overpayment by 
adjusting finandal aid payments (other than Pell Grants) in 
the same award period in v.'hich the overpayment occuned. 

(c) Defaulton toans. If a studentis in default on a k)an 
made or guaranteed under any title IV HEA Program for 
attendance at any institution, the institution may neverthe- 
less make an ICL payment to that student under the following 
conditions: 

(1) (l) Guaranteed k^ans. An institution may make an 
ICLorcontinue to advance funds to a studentwho i^in default 
on a loan guaranteed under a'^y Title IV HEA program if the 
Secretary (for a Federal in sured toan) or a guarantee agency 
(for a loan insured by that guarantee agency) determines that 
the student has made satisfactory arrangements to repay the 
defaulted loan. 

(ii) Reliance on student's statement An institution, in 
detennining whether a student is in default on a k)an guaran- 
teed under any Title IV HEA program, may rely upon the 
student's written statement that he or she is not in default, 
unless the institution has infonnatk)n to the contrary. 

(2) Perkins Loan. An institution may make an ICL to a 
student who is in default on a National Defense/Direct 
Student Loan or Perions Loan if the institutk)n that made the 
k)an. or the Secretary, if the loan has been assigned to the 
Department of Edication , certifie s that the student has made 
satisfactory anangements to repay that loan. 

(d) Bankruptcy. The Secretary does not consider a 
k)an made or guaranteed under a Title IV HEA program that 
is discharged in bankruptcy to be in default for purposes of 
paragraph (c) of this section. 

(e) Selection. (1) An institution shall make iCLs rea- 
sonably available within each award year to the extent of 



available funds first to ail eligible students who demonstrate 
financial need for the loan. 

(2) An institutk)n may then use those funds that remain 
available to make ICLs to eligible students who have not 
demonstrated finandal need for the loan. 

(3) The institution shall establish selection procedures 
and these procedures must be- 

(i) Uniformly applied; 

(u) In writing; and 

(00 Maintained in the institution's files. 

(4) The «)stitution shall not make an ICL to a student 
who is unveiling to repay that k)an. Defaulton a previous toan 
including a defaulted loan discharged in banlgruptcy is evi- 
dence of that unwillingness. 

(Authority: 20 U.S.C. 1087d) 

Sea 673.23 ICL loan maximums. 

(a) Annual anwunts. The manmum amount a student 
may borrow under the ICL program In an academic year is- 

(1) $2,500 forastudentenrolfed in the firstand second 
academic year of tJndergraduate study; 

(2) $3.500 for a studentenrolled in the third academic 
year of undergraduate study; and 

(3) $4,500 for a student enrolled in the fourth and fifth 
academic years of undergraduate study. 

(b) Aggregate amounts. The maximum aggregate 
amount an eligible student may borrow under the ICL pro- 
gram is $17,500. 

(Authority: 20 U.S.C. 1087d(a)) 

Sea 673^4 Allowable cotU of attendance-1 987*88. 

(a) General (1) Except as provkied in paragraph (d) 
of this section a student's cost of attendance means- 

(i) The tuitk)n and fees charged to a full-time student 
for an academic year by tiie institution he or she is attending 
as determined under paragraph (b) of this section; 

(ii) An albwance for room and board e.(penses for an 
academic year, as detenmined under paragraph (c) of this 
section; 

(iiO A reasonable allowance detenmined by tiie institu- 
tion for books and supplies for an academic year; 

(iv) A reasonable altowance detenmined by the institu- 
tion for transportation for an academic year. This allowance 
may iniclude- 

(A) The costof travel between the students residence 
and the institution; ex\d 

(B) The cost of travel rec^ired for completion of a 
course of study; 



(V) A reasonable altowsbice determined by the institu- 
tion for miscellaneous personal expenses for an academic 
year; 

(vi) A reasonable allowance determined by the institu- 
tion for an academic year for expenses related to study 
abroad for students enrolled In an academic program which 
normally includes a fomial program of study outside the 
United States; 

(vil) A raasonable allowance determined by the insti- 
tution for expenses for an academicyear related to child care 
for a student's dependent chHdren; and 

(viii) A reasonable allowance determined by the insti- 
tution forahandcappedstudenrsexpenses for an academic 
year related to his or her han'dk»ip, if these e)q>enses are not 
provided for by any other assisting agency or program. This 
allowance may include expenses related to special services, 
transportation, equipnr)ent and supplies. 

(2) The institution shall take into account when deter- 
mining a students cost of attendance* 

(i) Theperiodforwhichfinandalassistanceisawarded; 

and 

(ii) Whetfier the student is enrolled on a fuil-Sme or 
less than full-time basis. 

(b) Tuition and fees. (1) An institution shall determine 
the tuition and fees charged a ful{*tHiie student by catcutating- 

(1) The actual amount charged the full-time student for 
tuition and fees for an academic year; or 

(ii) The average amount it charges full-time under- 
graduate students for tuition and fees for an academicyear. 

(2) If an institution estabf^es its tuition and fee 
charges on a residency requirementbasis (e.g.. In-State and 
Out-of-state) and elects to calculate an average charge for 
tuition and fees, it shall establish a separate average charge 
for each different residency based classification. 

(3) An institution may detemiine a separate average 
charge for any other distinct classification upon which it 
bases tuition and feo charges. 

(c) Room and board. (1 ) The institution shall calculate 
a student's room and board allowance as follows- 

(i) For a student who has no dependents and lives with 
his or her parent(s), an allowance of not less than $1 ,100; 

(ii) For a student who has no dependents and lives In 
institutionally owned or operated housing- 

(A) The actual amount charged the student for room 
and board for an academic year; or 

{h) A standard allowance based on the average 
amount it charges most of its student residents for room and 
board for an academic yoar; 

(iii) For a student who has no dependents and does 
not live with his or her parent(s) or in institutionally ownad or 



operated housing, a standard allowance detemiined by the 
Institution for room and board for an academic year; or 

(Iv) For a student who has dependents, an allowance 
determined by the institution for room and board for an 
academicyear based upon expenses incurredby the student 
and his or her d9pendent(s). 

(2) For purposes of this section, a spouse is consid- 
ered a dependent 

(d) Attendance costs for students in correspondence 
study programs. The cost of attendance for a student en- 
rolled in a con^spondence study program means- 

(1) Actual tuition and fees charged to the student for 
an academic year; 

(2) A reasonable allowance determined by the institu- 
tion for books and supplies for an academic year, if required 
for the completion of the program; and 

(3) if incurred in fulfilling a required period of reskfen- 
tial training, expenses for- 

(1) Room and board; and 

(n) Travel between the students residence and the 
institution. 

(e) Adjustments. An in stitution may, in indhodual cases, 
acfustastudenrs cost of attendance if the cost of attendance 
calculated under paragraphs (a) through (d) of this section is 
not a reasonable approximation of the students actual costs. 

(0 Required documentation. An institution shall pre- 
pare and retain a written explanation of the cost of atten- 
dance figures established under this section. 

(Authority: 20 U.S.C. 1087d) 

Sea 673^5 Expected family contributlon*1987-S8. 

(a) Annual detemiinations. An institution shall deter- 
mine a student's financ»I need at feast annually. 

(b) (1) To detemiine a students fnandal neod, an 
institution shall determine the students EFC. 

(2) Todetemiine an EFC for the periodof the students 
award, an institution shall use one of the approved systems 
of need analysis as provkfed in Sea 673.26. 

(c) Native American students. In determining a Native 
American's EFC, an institution may not conskfer the follow- 
ing as income or assets of the student and his or her spouse 
or parent(s): 

(1) Awards made under Pub. L (98-64, the Distn'bu- 
tion of Judgment Funds Act (25 U.S.C. 1401 et seq.). the 
Alaska Native Claims Settiement Act (43 U.S.C. 1601 et 
seq.), and the Maine Indtan Claims Settiement Act (25 U.S.C. 
1721 etseq.) However, if the awards under thefirstor second 
Acts individually exceed $2,000 only the awards under each 
of those Acts in excess of $2,000 shall be considered income 
or assets of the student or the students spouse or parents; 




(2) Property that may not be sold or encumbered 
without the consent of the Secretary of the Interior. 

(3) Any otherproperty heldin trust by the U.S. Govern- 
ment for the student or the student's spouse or parent(s]. 

(d)Adjustments.Aninstitutionmaypinind^vtdua] cases, 
ac^ust an EFC computed according to one of the approved 
need analysis systems, as provided in Sea 673.26, if* 

(1 ) The EFC does not accurately reflect the student's, 
spouse's, or parent's abiliV to contribute; or 

(2) The relationship between a student and his or her 
parents makes it unreasonable to expect the parents to 
contribute to the student's cost of attendance, regardless of 
their ability to do so. 

(Authority: 20 U.S.C. 1087d) 

(Approved by the Office of Management and Budget under 
control number 184(M)589) 

Sec 673.26 Approved need and analysfs systefns*1987- 
88. 

(a)(1) An institution shall use a need analysis system 
which is approved by the Secretary in detemilning a stu- 
dents EFC. 

(2) Any system of need analysis approved by the 
Secretary- 

(t) Must consider in determining the amount a depend- 
ent student and his or her spouse and parent(s) are expected 
to contribute toward the student's costs of attendance- 

(A) The number of the parents* dependent children; 

(B) The number of the parents' dependent children 
attending institutions of higher education; 

(C) Tuition costs of dependent child^n attending 
elementaiy and secondary schools; and 

(D) Any unusual expenses of the student or the 
student's fami^, such as unusual medical or dental ex- 
penses; 

(ii) Must consider in detennining the amount an inde- 
pendent student and his or her spouse are expected to 
contribute toward the student's costs of attendance, the 
student's dependent children; and 

(iii) Must produce expected parental contributions 

thal- 

(A) Increase incrementally as the parents* financial 
strength, measured in constant dollars, increases; and 

(B) Are equal for parents of equal finandal strength. 

(3) The Secretary preapproves the need analysis 
systems described in paragraph (b) of this section, and 
approves other systems that meet the requirements of this 
section. 



(b) Preapproved systems for dependent and inde- 
pendent students. The Secratary preapproves tiie following 
need analysis systems- 

(1) The system that produces the expected family 
contribution number (FC) printed on tiie Student Aid Report 
provided to tiie student by tiie Secretary; and 

(2) The EFC used in the Pell Grant Program (34 CFR 
Part 690). 

(c) Application requirements. (1) An individual or 
organization wishing to have a need analysis system ap- 
proved for an award year shall submit to tiieSecretary before 
tiie closing date published in tiie Federal Riegister tiie follow- 
ing: 

(1) A complete description of its system of need analy- 
sis for dependent and independent students. 

(ii) Its student application Torm(s) for undergraduate 
students. 

(iii) The expected parental contributions its system 
produces for dependent undergraduate students under tiie 
sample cases published by tiie Secretary if the majority of 
students to be served by its system are undergraduates. 

(iv) A complete calculation of how each expected 
parental contribution is derived, including enough infbmia- 
tion to allow the Secretary to duplicate tiiese calculations and 
results. 

(2) The Secretary does not accept the information 
specified in paragraph (c)(1) of tills section in tiie fomi of 
computer programs, software, or mechanical devices. 

(d) Expectedparental contributions andsample cases. 
(1) For each award year, tiie Secretary publishes in the 
Federal Register sample cases and e)q)ected parental con- 
tributions for dependent undergraduate students. 

(2) The Secretary computes tiie expected parental 
contributions for undergraduate dependent students by us- 
ing sample cases whlch- 

(i) Are based on families of varying sizes with two 
parents, the olderof whom is 45 and is tiie sole wage earner, 
and one dependent undergraduate; 

(ii) Deduct from tiie adjusted gross income of the 
student's wori<ing parent- 

(A) The amount of Federal income tax (based on a 
joint return with standard deductions) and social security tax; 

(B) An 8 percent allowance on taxable income for 
State and otiier taxes; and 

(C) A Standard Maintenance Allowance for tiie fami^ 
(exdudng tiie applicant during tiie academic year) using the 
Department of Labor's estimates for a low budget standard 
of living; 

(iii) Detemiine tfie parents' Discretionary Net Worth by 
deducting a Home and Otiier Asset Protection Allowance 
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from the net market value of the parents* assets; 

(iv) After considering the parents* available Income, 
apply an asset conversion, rate against the parents* Discre- 
lionaiy Net Worth; 

(v) Add the amounts determined under paragraph 
(d)(2)(ii) and (d)(2)(iv) of this section; and (vi) Apply to the 
amount detemiined under paragraph (d)(2)(v) of tfiis section, 
taxation rate schedules for undergradua'ie students. 

(3) The expected parental contributions published by 
the Secretary do not take into account- 

(i) More than one family member attending an institu- 
tion of hinher education as an undergraduate, or graduate or 
professional student; 

(ii) Business or fami assets; 
(ili) Nontaxable income; 

(iv) Unusual medical or dental. expenses; 

(v) Other unusual expenses; and 

(vl) Elementary and secondaiy tuition expenses. 

(4) In comparing figures from systems submitted for 
approval with figures from sample cases, the Secretary 
treats an expected parental contribution of less than zero as 
zero. 

(5) To insure measurement in constant dollars, the 
Secretary revises sample case figures for inflation annually 
by adjusting- 

(i) Deductions for family maintenance; 

(ii) The standard deduction from assets; and 

(ill) The rate of contribution from income and assets. 

(e) Approval of systems. (1) The Secretary approves 
systems of need analysis for an award year if those systems- 

(1) Satisfy the criteria set forth in paragraph (a)(2) of 
this section; and 

(ii) Produce expected parental contributions that are 
within $50 in 75 percent of the sample cases published by the 
Secretary. 

(2) If the Secretary approves an lndividual*s or organi- 
zation's system for dependent undergraduate students, the 
Secretary also approves that individual's or organization*s 
system for independent undergraduate students. 

(3) For each award year, the Secretary publishes In 
the Federal Register a list of approved need analysis sys- 
tems that institutions shall use in calculating awards for that 
year. 

(Authority: 20 U.S.C. 1087d) 

(Approved by the Office of Management and Budget under 



control number 1840-0589) 

Sec 673.27 Ovaraward. 

(a) Overaward prohibited. *( 1 ) An institution may only 
award or disburse an ICL to a student selected pursuant to 
Sec. 673.22(e)(1) if the ICL. when combined with the other 
resources the student receives, does not exceed the stu- 
dent's finandal need. 

(2) When awarding and disbursing an ICL to a student, 
the institution must take * ito account those resourx»s it- 

(i) Can reasonably anticipate at the time it awards ICL 
funds to the student; 

(ii) Makes available to its students; or 
(ill) Knows about. 

(3) (i) If a student receives additional resources before 
the institution advances the ICL. and the total resources 
including the ICL exceed the students need, and the excess 
is not from employment, the overaward is the amount that 
exceeds need. 

*(ii) If a stu dent receives additional resources after the 
institution advances the ICL. and the total resources includ- 
ing the ICL exceeds the student's neecj by $200 or more and 
the excess is not from employment, the overaward is the 
amount that exceeds $199. 

*(4) If a student earns more money from employment 
than the institution anticipated or could have reasonably 
antidpated when it awarded or disbursed the ICL, the insti- 
tution shall treat the earnings in accordance with paragraph 
(d) of this section. 

*(b) Resources. (1) The Secretary considers that 
•resources" indude. but are not limited to, any- 

(1) Funds the students is entitled to receive from a Pell 
Grant, regardless of whether the student applies for the Pell 
Grant; 

(ii) Waiver of tuition and fees; 

(iii) Scholarship or grant, including ROTC or an ath- 
letic scholarship; 

(iv) Fellowship or assistantship; 

(v) Insurance programs for the student's education; 

(vi) Veterans benefits; 

(vii) Net earnings from employmont, other than CWS 
employment for the period of the award except as provided 
in 34 CFR 675.23; and 

(viii) Except as provided in paragraph (b)(3) of this 
section, long-temn loans, induding ICLs. made by the institu- 
tion pursuant to Sec. 673.22(e)(2); and 

(ix) Loans made under the GSL Program. 

(2) The Secretary does not consider as a resource any 
portion of the resources described in paragraph (b)(1) of this 
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section that are Included in the student's EFC. 

(3) The student may use an ICL made pursuant to 
Sea 673.22(e)(2). SuppfementaJ Loans for Students (SLS)^ 
State-sponsored or private loan programs, or PLUS loans to 
substitute for his or her expected family contribution. How- 
ever, If the loan amounts received under Sea 673.22(e)(2) 
and under the PLUS or SLS program individually or collec- 
tively exceed the student's expected family contribution, the 
excess is a resource. 

(c) Liability for and recovery of overpayments. (1) The 
student Is liable for any overpayment of ICL advances made 
to him or her. 

(2) The institution is also liable for an overpayment if 
the overpayment occun^d because it failed to foliow the 
procedures set forth in this Part. The institution shall restore 
an amount equal to the overpayment and any administrative 
cost allowance claimed on that amount to its ICL fund even 
if it cannot collect the overpayment from the student 

(3) If an Institution makes an overpayment forwhich it 
is not liable, it must help the Secretaiy recover the overpay- 
ment by making a reasonable effort to contact the student 
and recover the overpayment 

(d) Treatment of earnings In excess of need. An 
institution shall take the following steps when it learns that a 
borrower has earned, or will eam. $200 or more over his or 
her financial need: 

(1) The institution shall decide whether the student 
has increased financial need unanticipated when it awarded 
financial aid to the student If the student does, no further 
action Is necessaiy. 

(2) If the student's earnings still exceed need by $200 
or more after the institution subtracts any additional costs, it 
shall cancel any unpaid loan or grant (other than Pell Grants) 
to avoid exceeding need by more than $199. 

(3) If the student's earnings still exceed his or her need 
by $200 or more after the institution takes the steps required 
in paragraphs (d) (1) and (2) of this section, and the student 
is enrolled for the next academic year, the institution shall 
consider the amount that exceeds $199 as a resource to help 
pay the student's cost of attendance in the following year. 

(4) If the student's earnings sdtl exceed his or her need 
by $200 or more after the institution takes the steps required 
in paragraphs (d) (1) and (2) of this section, and the student 
is not enrolled for the next academic year, no further action 
Is necessary. 

(Authority: 20 U.S.C. 1087d) 

Sea 673.28 Coordination with BIA grants. 

(a) To detemilne the amounts of an ICL for a student 
selected under Sea 673.22(e)(1 ) who is also eligible for a 
Bureau of Indian Affairs (BIA) education grant, an institution 
shall prepare a package of student aid- 

(1 ) From resources other than the BIA education grant 



the student has received or is expected to receive; and 

(2) That Is consistent in type and amount with pa, 
ages prepared for students in similar circumstances who are 
hot eligible for a BIA educatfon grant 

(b) (1) The BIA education grant, whether received by 
t^ . student before or after the preparation of the student aid 
package, supplements that package. 

(2) No adjustment may be made to the student aid 
package as long as the total of the package and the BIA 
education grant is less than the institution's detemilnation of 
that student's financial need. 

(c) (1) If the BIA education grant, when combined with 
other aJd in tra package, exceeds the student's need, the 
excess shall be deducted and may be deducted only from the 
other assistance, not the BIA education grant 

(2) The institution shall deduct the excess in the 
followirig sequence: loans, woric-study awards, and grants 
other than Pell Grants. However, the institution may change 
tfie sequence if requested by a student and the institution 
believes the change benefits the student 

(d) To detemiine the financial need of a BIA-eligible 
student, a financial aid administrator is encouraged to con- 
sult with area officials in charge of BIA postsecondary finan- 
cial akJ. 

(Authority: 20 U.S.C. 1087d) 

Sec. 673.29 Making and disbursing losns. 

(a)(1) P<)fore an institution makes its first disburse- 
ment to a student, the student shall sign the promissory note 
and the institution shall provide the student with the following 
information- 

(i) The name of the institution and the address to which 
communications and payments should be sent; 

(ii) The principal amount of the loan; 

(iii) The applicable interest rate on the foan and. if a 
variable rate, the manner in which it will be detemiined over 
the life of the loan; 

(iv) The yearly and cumulative maximum amounts 
that may be borrowed; 

(V) An explanation of when repayment of the loan will 
begin and when the borrower will be obligated to pay interest 
that accrues on the k)an; 

(vi) The rep^ment tenns which the Institution may 
impose; 

(vii) Special options the borrower may have for foan 
consolidation or other refinancing of the foan; 

(viii) The .^onxniver's right to prepay all or part of the 
foan. at any time, without penalty and a summary of the 
circumstances in which repaymentofthefoan or interest that 
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accrues on the loan may be defen^d or cancelled; 

(ix) A definition of default and the consequences to the 
bonx>wer including a statement that the default may be 
rftported to a credit bureau or credit reporting agency; 

(X) The effect of accepting the loan on the eligibilily of 
the borrower for other forms of student assistance; arid 

(xi) Any cost that may be assessed on the borrower In 
the collection of the loan including penalties and collection 
and litigation costs. 

(2) The institution shall provide the infonnalion in 
paragraph (a)(1) of this section to the borrower in writing- 

(1) As part of the written application material; 
(ii) As part of the promissory note; or 

(iiO On a separate written fomi. 

(b) (1 ) Except as provided in paragraphs (c) and (g) of 
this section^ an institution shall advance in each payment 
period a portion of a loan awarded for a full academic year. 

(2) The institution detemiines the amount advanced 
each payment period by the following fraction: 

ICL 

N 

Where ICL=the total Income Contingent Loan awarded 
fbran academic year and N=the number of payment periods 
that the institution expects the student will attend in that year. 

(3) An institution may advance funds, within each 
payment period, at such time and in such amounts as it 
determines best meets the students needs. 

(c) If a student incurs uneven costs or resources 
during an academic year and needs additional funds in a 
particular payment period, the institution may advance ICL 
funds to the student for those uneven costs. 

(d) The institution m^ advance the loan proceeds to 
the borrower directly by check or by crediting his or her 
account with the Institution. The institution shall notify the 
student of the amount he or she can expect to receive, and 
how and when that amount will be paid. In either case, the 
borrower must sign for each advance of funds on the pron; 
issory note. 

(e) Subject to the requirements of paragraph (f) of this 
s6ction-(1) An institution may advance loan proceeds di- 
rectly to a registered student no more than 1 0 days before the 
first day of classes of a payment period, and 

(2) An institution m^ advance loan proceeds by 
craditing a registered students account no more than 3 
weeks before the first day of classes of a payment period. 

(f) (1) The institution shall return to the ICL fund any 
funds advanced to a student who, before the first day of 
classes- 

(i) Officially or unofficially withdraws; or 



(Ii) Is expelled. 

(2) A student who does not begin class attendance is 
deemed to have withdrawn. 

(g) Only one advance Is necessary if the total amount 
the institution awards a student for an a^demic year under 
the ICU Perkins Loan programs is less than $501. 

(h) A correspondence student shall submit his or her 
first completed lesson before receiving an advance. 

(i) I? an institution computes a student's need using 
estimated data submitted before January 1 of the previous 
calendar year, the institution shall not pay the student unless 
It verifies that Infonnation. 

(j) An Institution J official shall not obtain a student's 
power of attorney ?o alnnorize any disbursement or to author- 
ize any crediting of a student's account 

(Authority: 20 U.S.C. 1087c; 1087d) 

(Approved by the Office of Management and Budget under 
control number 1840-0589) 

Sec. 673.30 Federal Interest in allocated funds-transfer 

of Fund. 

(a) Funds received by an institution under the ICL 
program. Including repayments on loans, are held In trust for 
the intended student tieneficiaries. Funds may not be used or 
hypothecated (i.e.. serve as collateral) fbrany other purpose. 

(b) (1) If an institution responsibfe for an ICL fund 
closes or no longer wants to participate in the program, the 
Secretary directs the institution to take the following steps to 
protect the outstanding loans and the Federal interest in that 
Fund: 

(1) A capital distribution of the liquid as sets of the Fund 
according to section 466(c) of the Act; 

(ii)(A) The transfer of the outstanding loans to another 
institution; or 

(B) The transfer of the outstanding loans to the De- 
partment of Education. 

(2) The Secretary considers the cost of collecting the 
transferred outstanding loans to be equal to the institutional 
share of those loans. 

(3) If the Secretary directs that the outstanding loans 
be transferred to a second institution, the second institution 
may deposit the collections on those loans in its own Fund. 
The Secretary considers the first institution's share of those 
collections to be tha second institution's ICC. 

(4) If the Secretary directs that the outstanding loans 
betransfen'edtothe Department of Education, the Secretary 
may use the institutional share of those collections to pay 
collection costs. 

(5) If more than one institution offers to collect the 
outstanding loans, the Secretary directs that the loans be 
transferred to one or more of the competing institutions on the 
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basis of- 

(1) The institution's demonstrated loan collection 
capabili^; and 

(ii) The number of students of the first institution 
expected to enroll in the second institution. 

(6) The Secretary does not take an audit exception 
against a transferee institution on account of actions or 
omissions of the transferor institution in tiie administration of 
its Fund. The transferee institution shall segregate tiie trans- 
fen^ Fund account until an audit satisfactory to tiie Secre- 
tary is performed on the operation of tiie transferor institu- 
tion's program. 

(Autfiorily: 20 U.S.C. 1087c) 

Sac. 673.31 Use of funds. 

(a) General. An institution shall deposit the funds it 
receives under tiie ICL program into its Fund. It may use 
tiiese funds only for making loans and the otiier activities 
spedfied In Sec. 673.21(b). 

(b) Administrative cost allowance. (1) An institution 
participating in tiie ICL program for an award year is entitied 
to an administrative cost allowance if it advances funds to 
students in that year. 

(2) For any award year, tiie maximum amount of the 
allowance equals five (5) percent of the institution's expendi- 
tures in tiiat award year under tiie ICL Program. 

(3) An institution shall use its administrative cost 
allowance to offset its costs of administering tiie ICL Pro- 
gram. Administrative costs also !. elude tiie expenses in- 
curred for carrying out tiie student consumer infonnation 
services requirements of Subpart D of the Student Assistant 
General Provisions regulations, 34 CFR Part 668. 

(4) An institution shall charge any administrative costs 
against its Fund during tiie same award year in which tiie 
expenditures for these costs were made. 

(Autfiority: 20 U.S.C. 1087c) 

Sea 673.32 Fiscal procedures and records. 

(a) Rscal procedures. (1) In administering its ICL 
program, an institution shall establish and maintain an inter- 
nal control system of checks and balances tiiat ensures that 
no office can botii autiiorize payments and disburse funds to 
students. 

(2) A separate bank account for Federal funds is not 
required, except as provided in paragraph (b) of this section. 
However, an institution must noti^ any bank in which it 
deposits Federal funds of all accounts in tiiat bank in which 
it deposits Federal funds. The institution may give this notice 
t)y eitiier- 

(i) Including in the name of the account tiie fact that 
Federal funds are deposited; or 

•(ii) Noticing tiie bank in writing of the accounts in 
whk^h it deposits Federal funds. The institution must retain a 
copy of tills notice in its files. 



(b) Account for ICL Fund. (1) An institution must 
maintain all the cash of its ICL Fund in a separate, federally 
insured interest-bearing bank account tiiat contains no otiier 
funds if tiie Secretary determines tfmt tiie institution's ac- 
counting system and internal controls do not- 

(1) Meet the requirements of paragraph (c) of tiiis 
section, paragraph (d) of tills section, or botii; 

(ii) Identic tiie cash balance of tii e ICL Fund as readily 
as if tiie Fund were maintained in a separate bank account; 
or 

(ill) Adequately ider.tif>* the earnings of tiie Fund. 

(2) The Secretary makes that determination on tiie 
basis of an audit examination or as a result of a program 
review. 

(3) That separate bank account must be identified as 
tiie institution's Federal ICL Fund account and must contain 
all tiie cash of the institution's ICL Fund. That cash includes 
Federal capital contributions, institutional capital contribu- 
tions, repayments made by borrowers, and any earnings of 
tiie Fund including interest. 

(c) Deposit of ICC into Fund. An institution shall 
deposit its ICC into its Fund prior to or at tiie same time it 
deposits any FCC. 

(d) Records and reporting. (1) An institution shall 
establish and maintain on a current basis financial records 
tiiat reflect all program transactions. The institution shall 
establish and maintain general ledger control accounts and 
related subsidiary accounts tiiat kientify each program trans- 
action and separate those transactions from all otiier institu- 
tional financial activity. 

(2) The institution shall also establish and maintain 
program and fiscal records tiiat- 

(i) Are reconciled at least montiily; 

(ii) Identic each students account and status; 

(iii) Show tiie eligibility of each student aided under tiie 
program; and 

(iv) Show how tiie need was met for each student. 

(3) Each year an institution shall submit a program and 
fiscal report. The institution shall insure that tiie infomiation 
reported is accurate and shall submit it on tiie fomi and at the 
time specified by tiie Secretary. 

(4) The institution shall maintain on file all ICL appllca- 
dons for tfiose students it reports on the program and fiscal 
report. 

(5) The institution shall maintain all records relating to 
its applications for funds under tills part 

(e) Retention of records-(1) Records. Each institution 
shall keep intact and accessible records pertaining to tiie 
application f6r and receipt and expenditure of Federal funds, 
including all accounting records and original and supporting 
documents necessary to document how tiie funds are spent 
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•(2) Period of retention. Except for loan records and 
audit questions, an institution shall keep records foran award 
year for five years after it submits its program and fiscal 
report. 

(3) Loan records, (i) An Institution must maintain a 
repayment hlsto7 for each borrower. This repayment history 
must show the date and amount of each repayment over the 
!;fe of the loan. It must also indicate that amount of each 
repayment credited to principal and Interest respectively. 

(Ij) This history shall also show the date, nature, and 
result of each contact with the borrower or proper endorser 
In the collection of an overdue loan. The institution shall 
include in the repayment history copies of all correspon- 
dence to or from the borrower and endorser, except routine 
bills, routine overdue notices, and routine form letters. 

(iii) An institution shall retain repayment record's, 
Including cancellation and deferment requests, for at least 5 
years from the date of the loan's final repayment cr cancel- 
lation. 

(iv) An Institution shall keep the original promissory 
notes and repayment schedules In a locked, fireproof con- 
tsiiner until the loan obligations are satisfied. The institution 
shall then return the original notes to the bon'ower marked 
paid In full. Only authorized personnel may have access to 
these documents. 

(4) Separate ICL records. An institution shall keep ICL 
cancellation records separate from cancellation records on 
Perkins Loans, National Defense Student Loans, and Na- 
tional Direct Student Loans. 

(5) (i) Microfilm or computer records. (I) An institution 
may keep the records required In this section (except those 
listed in paragraph (e)(3)(iv) of this section) on microfilm or in 
computer format. 

(ii) If the Institution keeps its records In computer 
format it shall maintain, in either hard copy or microfilm, the 
source documents supporting the computer Input 

(6) Audit question. An institution shall keep records on 
any claim or expenditure questioned by Federal or non- 
Federal audit until resolution of any audit questions. 

(Authority: 20 U.S.C. 1087c) 

(Approved by the Office of Management and Budget under 
control number 1640^589) 

Sac. 673.33 Compliance with equal credit opportunity 
requirements. 

(a) In making an ICL an institution shall comply with 
the equal credit opportunity requirements of Regulation B ( 1 2 
CFR Part 202). 

(b) The Secretary considers the ICL pngram to be a 
credit assistance program authorized by Federal law for the 
benefit of an economically disadvantaged class of persons 
within the meaning of 12 CFR 202.a(a){1). Therefore, the 
Institution may request a toan applicant or recipient to ds- 
close his or her marital status. Income from alimony, chiW 
support, and spouse's income and provide the spouse's 



signature. 

(Authority: 20 U.S.C. 1087c) 

(Approved by the Office of Management and Budget under 
control number 1840^589) 

Subpart D-Loan Terms and CondKlons 

573.41 P«rmlstlbl« chargM to ttudtntt. 

(a) lnterest-(1) Rate. (I) The rate of Interest that may 
be charged on an ICL must be, at the discretion of the 
Instruction,- 

(A) A fixed rate set at the rate determined in accord- 
ance with paragraph (a)(1)(li) of this section for the calendar 
year In whfch the first disbursement is made; or 

(B) A variable rate determined in accordance with 
paragraph (a)(1)(li) of this section for each calendar year. 

(ii) The applk:able interest rale is the average bond 
equivalent rate of the 91-day Treasury bills for the quarter 
ending Sept3mb( « 30 of the preceding calendar year plus 
three percent 

(2) Accrual. Interest accrues on the outstanding prin- 
cipal balance of an ICL from the date of disbursement of 
funds to the borrower. 

(3) Capitalizing interest The institution must add 
accrued unpaid Interest to the principal balance of an ICL 
annually. 

(b) Late charges. (1 ) The Institution shall require that 
the borrower pay a late charge if the borrower fails- 

(1) To repay all or part of a sche,duled repayment when 
due; or 

(Ii) To submit the Income information required to 
determine the annual repayment obligation by November 1. 

(2) The institution shall determine the amount of the 
late charge based on either- 

(i) Actual costs incurred In attempting to secure the 
required payment or information from the bonower; or 

(ii) The average cost Incurred for similar attempts to 
secure required payments or information from other bonow- 
ers. 

(3) The Institution may not require a borrower to pay 
charges imposed under this paragraph in an amountexceed- 
ing 20 percent of the most recent installment payment 

(c) Collection charges. The institution shall require 
that the bom)wer pay the institution for certain reasonable 
costs incuned by the institution or its agent In collecting any 
installment not paid when due In accordance with provisions 
of Subpart E. 

(d) Nrn-authorized charges. No charges other than 
those authorized by this section may be passed on to the 
bom)wer, either directly or Indirectly. Examples of charges 



that are not permitted are as follows: 

(1 ) Cos ts other than those described in paragraphs (b) 
and (c) of this secdon associated with preparing letters or 
notices or making personal contacts or local telephone calls. 

(2) Fees charged by a servicing or collection agoncy, 
to the extent they exceed permissible charges. 

(3) Loan origination fees. 

(Authority: 20 U.S.C. 1087d; 20 U.S.C. 1091a(b)) 
Sec. 673.42 Promissory note* 

(a) Promissory note. (1) An institudon may use only an 
ICL promissory ncte which the Secretary has approved. 

(2) The Secretary has approved the promissory noto 
set forth in Appendix A. The insdtution shall not change the 
substance of the note set forth in the Appendix without tie 
Secretar/s approval. 

(3) The institudon* 

(1) Shall print the note on one page, front and back; or 
(ii) May print the note on more than one pa(;e if- 

(A) The note requires the signature on each page by 
the borrower and any endorser; or 

(B) Each page of the note states both the total number 
of pages in the complete note as well as the number of each 
page. e.g.. page 1 of 4, page 2 of 4. 

(4) An institudon shall not record on a single promis- 
sory note advances made under a fixed interest rate loan 
agreement with advances made under a variable interest 
rate loan agreement. 

(5) If the institution records on a single promissory 
note advances made for an award year under a fixed interest 
rate loan agreement with advances made during any other 
award year, the institution shall identify on the note the 
applicable interest rate for each advance. 

(b) Provisions of the promissory note.-(1) Interest 
The promissory note must state that- 

(1) The applicable interest rate on the toan as deter- 
mined in Sec. 673.41(a)(1); 

(ii) The manner in which that interest rate is deter- 
mined and, if that rate is a variable rate, the way in which that 
rate will be calculated throughout the life of the loan; and 

(iii) That interest shall accrue beginning on the day cf 
disbursement and ending on the day that all principal, inter- 
est, and charges on the loan are satisfied. 

(2) Repayment, (i) The promissory note mus^: state 
that the repayment period- 

(A) Begins 9 months aftt^r the month in which the 
borrower ceases to be at least a haif-time regular student at 
an institution of higher education or a comparable institution 
outside the U.S. approved for this purpose by the Secretary; 



(B) May begin eariier at the borrower's request; and 

(C) Varies based on the frequency and amount of 
payments made under the income contingent repayment 
plan; and 

(ii) The promissory note must state that the borrower 
shall repay the ban in equal quarteriy, bimonthly, or monthly 
installments established and periodically modified by the 
institution. 

(3) Cancellation. The promici^sory note must state that 
tiie unpaid balance of the loan shall be canoalled upon the 
death or total and permanent cfisability of the borrower. 

(4) Prepayment The promissory note must state that- 

(i) The borrower may prepay all or part of the loan at 
any time without penalty; 

(ii) The institution shall use amounts repaid during the 
academic year In which the loan was made to satisfy ar;y 
accrued interest first and then to reduce the original loan 
amount, and shall not consider these amounts to be prepay- 
ments; and 

(it') If a bonrower repays more than the amount then 
due under the repayment plan, the Institution shall use the 
excess to prepay the principal unless the borrower desig* 
nates it as an advance payment of the next regular install- 
ment. 

(5) l^te charge, (i) An institution may state in the 
promissory note that the Institution will charge a late charge 
of up to 20 percent of the amount of the borrower's install- 
ment payment most recentiy required if the borrower does 
not- 

(A) Repay all or part of a scheduled repayment when 

due; 

(B) RIe a timely request for cancellation or deferment 
with the institution. This request must include sufficient 
evidence to enable the institution to determine whether the 
borrower is entitied to a cancellation or deferment; or 

(C) Submit the required income Information to the 
institution by November 1 of each calendar year In accor- 
dance with Sec. 673.43(b)(4). 

(ii) The Institution may- 

(A) Add the late charge to the principal the day after 
the scheduled repayment was due; or 

(B) Demand payment of the late chF/ge from the 
borrower with the next scheduled repayment after the bor- 
rower receives notice of the late charge. 

(6) Security and endorsement The promissory note 
must state that the loan shall be made without security and 
endorsement unless- 

(i) The borrower is a minor; and 

(ii) Under applicable State law. a note signed by a 
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minor would not create a binding obiigation. 

(7) Acceleration. The promissory note must state that 
an institution may demand immediate payment of the entire 
loan, including any penalty charges and accrued interest if 
the borrower does not- 

(i) Make a scheduled repaynoent on time; 

(ii) File cancellation or defemient fomi(s) with the 
institution on time; or 

(iii) Submit the income infomiation required under 
Sea 67d.43(b)(d) for a calendar year despite repeated 
requests by the institution. 

(8) Cost of collection. The promissory note must state 
that the borrower must pay all attome/s fees and other loan 
collection costs and charges. 

(Authority: 20 U.S.C. 1087; 20 U.S.C. 1091a) 

(Approved by the Office of Management and Budget under 
control number 1840^589) 

Sec 673.43 Repayment plan. 

(a) General. The institution shall use- 

(1) The repayment plan sot forth in this section; or 

(2) An alternative income contingent repayment plan 
which has been approved by the Secretary. 

(b) Payment obligation. 

(1 ) The institution shall determine the payment obliga- 
tion of the borrower for each calendar year of the repayment 
period as a percentage of the adjusted gross income of the 
borrower, and, if mam'ed at any time during the repayment 
period, of his or her spouse, determined according to the 
provisions of this paragraph, 

(2) The Institution may require tho borrower t.. make 
monthly, bimonthly, or quarteriy Installment payments. 

(3) In order to permit the institution to detennine the 
annual repayment obligation of the borrower, the borrower 
shall submit the following to the Institution by November 1 of 
each year of the repayment jponod: 

(i) If the bon-cwer or the spouse of the borrower filed 
a Federa! Income tax return for the base income year, a copy 
of those pages of this return which- 

(A) Bear the signatures of the person or persons who 
filed tho return; and 

(B) Contain the statement of tho adjusted grois in- 
comvj for the base Income year of the person or persons who 
filed a return. 

(ii) Iftheborrowerorthespouseofthebomjwerddnot 
file a Federal income tax return for the base in<»me year, 
documentation of the amount and sources of all taxable 
income of the non-filer for the base income year. 

(iii) If the institution determines that the Income data 



from the base income year, as adjusted In accordance with 
this paragraph, may not accurately reflect the borrower's 
ability to repay during the year for which the institution is 
calculating the repayment obligation, documentation of the 
amount and sources of taxaWe income to the bofjw^wand 
his or her spouse for the current year. 

(4) The Institution shall determine the adjusted gross 
Inconrw of the bont>wer and his or her spouse for purposes of 
this section by multiplying the ac^usted gross income or 
taxable income, as appropriate, derived from information 
submitted In accordance with paragraph (b)(3) of this sec- 
tion, by an inflation factor announced annually by the Secre- 
tary. 

(5) Subject to paragraph (b)(6) of this section, the 
Institution shall cak»jlate the borrower's annual repayment 
obiigation as a percentage of the adjusted gross income as 
determined under paragraph (b)(4) of this section. The 
institution shall use the following matrix: 

Income Contingent Loan Repayment Rales: Percent of In- 
come Due as Loan Repayntent 

(6) (l) The institution shall detennine the repayment 
obligation for any year or portion of a year In tho initial 
repayment period in accordance with the matrix set forth in 
paragraph (b)(5) of this section, unless information needed to 
determine the ability of the bonower to repay is not submitted 
in accordance with the requirements of paragraph (b)(3) of 
this section. If this Infomiation is not submitted as required, 
the institution shall establish the annual repaynient obliga- 
tion as- 

(A) Se;^n percent of tho opening ICL balance, for a 
borrower with an opening ICL balance of less than $10,000; 

(B) Six percent of the opening ICL balance, for a 
borrower with an opening ICL balan<» between $1 0,000 and 
$19,999; or 

(C) Five percent of the opening ICL balance, for a 
borrower with an opening ICL balance of $20,000 or more. 

(ii) Tho institution shall detennine the repayment 
obligation for thatpp/t of the initial repayment period preced- 
ing the first full calendar year of repayment by- 

(A) Detemiining the ^payment obligation of the bor- 
rower in accordance with paracraph (b)(G) of this section; 

(B) Dividing that amount by 12; and 

(C) Multiplying the amount determined in paragraph 
(b)(6)(ii)(B) of this section by the numberof complete months 
in the period for which the obiigation Is to be established. 

(iii) The institution may, with the consent of the bor- 
rower, adjust the annual repayment obligation up to a level of 
15% f the borrower's adjusted gross Income to cover tfie 
annual accnjtng interest 

(IV) If fhe boaower demonstrates to the institution that 
both the bon'ower and his or her spouse will be in a repay- 
ment status on iCLs- 

(A) The opening ICL account balance of the borrower 
and his or her spouse must be summ«xi; 



(B) The annual repayment obligation of the couple is 
determined using the matrix in paragraph (b)(5) of this 
section; and 

* (C) The annual repayme nt obligation of the bonrower 
is determined by multiplying the total annual repayment 
obiigati(xi of the ccuple by the fraction of the summed 
opening tCL account balances of the couple owed by the 
borrower. 

(Authority. 20 U.S.C. 1.087c: 20 U.S.C. 1087d) 

(App^'oved by the Office of Management and Budget under 
control number 1840-0589) 

Sec. 673.44 Deferment of repayment«flnanclal hardship. 

(a) In-school deformenf. A bon'ower need not repay 
principal or interest during a period when a borrower is at 
least a half-time student at an institution of higher education 
or a comparable institution outside the U.S. approved by the 
S(}cretary for this puprose. 

(b) Rnancial hardship defemient A borrower need 
not repay principal or interest during a period in which an 
iiistituton determines thatthe borrower is unable to make the 
rx^eduled repayments due to extraordinary circumstances. 
Periods of financial hardship deferment may not exceed 
ihree years in the aggregate over the entire repayment 
period. 

(c) Interest accrual. Interest continues to accrue and 
is capitalized during a deferment period. 

(d) Requests for deferment In order to receive a 
deferment, a borrower must request the defemient in writing 
and provide the institution with documentation needed to 
establish eligibility for the deferment 

(e) Loss of eligibility. A bon'ower whose loan has been 
accelerated is not eligible for deferment on that loan. 

(Authority: 20 U.S.C. 1087d(a)) 

Sec. 673.45 Cancellation for death or disability. 

(a) General. An institution shall cancel the unpaid 
balance of an ICL without regard to the repayment status of 
the loan, if the bon'ower dies or becomes totally and perma* 
nently disabled, in accordance with this section, 

(b) Death. An institution shall cancel the unpaid bal- 
ance of an ICL on the basis of a death certificate or other 
evidence of death that is conclusive under State law. 

(c) Pemianent and total disability. (1) An institution 
Shalt cancel the unpaid balance of an ICLIoan if the institution 
determines, based on medical evidence certified by a physi- 
cian which tile bonrower or his or her representative supplies, 
that the borrower became permanently and totally disabled 
after receiving tiie loan. 

(2) Pemianent and total disability is the inability to 
work and earn money because of an impaimient tiiat is 
expected to continue indefinitely or result in daatii. 

(Authority: 20 U.S.C. 1087d(a)) 



Subpart E-Due Diligence [Reserved] 
Appendix A-Sample Promissory Note 

Income Contingent Loan Program 

I, — , promise to pay to — (hereinafter called tiie 
Lending institution), located at—, tii» sum of tiie amounts 
tiiat are advanced to me and endorsed in tiie Schedule of 
Advances se t forth below. I promise to pay all attomey's fees 
and other reasonable costs and cha^^ges necessary for tiie 
cdlectionof any amount not paid when due. I promise to pay 
interest on the outstanding balance owing on this loan, 
including late charges and collecdcn costs, at the rate set 
forth in paragraph II of tiiis note. 

I further understand and agree that: 

I. General 

All sums advanced under this note are drawn fiom a 
fund created under Part D of Titie IV of the Higher Education 
Act of 1965, as amended, hereinafter called tiie Act, and are 
subject to the Act and the Fedeml Regulations issued under 
ttie Act The temis of ttiis note shall be interpreted in accord- 
ance witii the Act and Federal Regulations, copies of which 
are available from the Lending Institution. 

II. Interest 

interest is charged on tiiis loan from tiio date of 
disbursement of any funds under tiiis loan agreement The 
interest rate on funds advanced under this agreement is 
[chedc applicable paragraph]- 

( ) a fixed rate that is set at tiie time of tiie first advance 
of funds to me for an award yetr (July 1 tiirough June 30). 
This fixed rate appltes to all funds advanced to me for tiiat 
award year until i repay those funds and any unpaid interest 
ori those funds. Thisfixedrate is setatttiree percent over the 
average bond equivalent rate of 91 -day U.S. Treasury bills 
for the calendar quarter ending on September 30 of tiie 
calendar year preceding the award year in which tiie first 
disbursement is made. The rate titat applies to funds ad- 
vanced to me under tiiis agreenent is set forth in the 
schedule of advances included ti. tiiis note. 

( ) a variabiG rate that applies to all funds advanced to 
me undarthis loan agreement. This var^ble rate may change 
for each calendar year until I repay ttiese funds and any 
unpaid ir.ierest on tiiese funds. This variable rate is set at 
tiiree percent over the average bond equivalent rate of 91- 
day U.S. Treasury bills for tiie quarter ending on September 
30oftfiecalendaryearbefbrethecalendaryearfbrwhichtiie 
rate applies. 

IIL Repayment 

(1) 1 promise to begin to repay tiie principal and tiie 
interest which accrues on itto tiie Lending Institution not later 
tiian nine (9) montii s after tiie date 1 cease to be atleast a half- 
time regular student atan eligible institution of higher educa- 
tion or at a comparable institution outside the United States 
approved for tills purpose by tiie United States Secretary of 
Education (hereinafter called the Secretary). 
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(2) I may, if I choose, begin the repayment period 
earlier than the date on which I would be required to begin in 
paragraph 111(1). 

(3) I promise to repay the prindpal. interest, and any 
other charges over the course of the repayment period in 
monthly, bimonthly, or quarterly installments, as determmed 
by the Lending Institution. A copy of the cun'ent payment 
formula which the Lending Institution will use to caloilate my 
annual repayment obligation is attached to this note, and Is 
part of this repayment agreement The payment fonnula is 
subject to change by Federal ragulatwh, and such changes, 
if any, will become part of this repayment agreement I 
understand, however, that in no case will my annual repay- 
ment obligation be greater than 15% of my adjusted gross 
income and tfiat of my spouse. 

(4) I promise to submit to the Lending Institution the 
infonnation on my income and, if I am mam'ed at any time 
during the repayment period on this loan, the infonnatwn on 
the income off my spouse necessary to calculate my annual 
payment obi:^ation. I promise to submit this infonnation by 
November 1 of each year. I understand that continued failure 
to submit this information will constitute a default on this loan. 

IV. Prepayment 

(1) 1 may, at my option ^nd witiiout penal^, repay all 
orany part of the outstanding balanceof ttiis loan at any time. 

(2) The Lending Institution will use any amounts I 
prepay in tiie same academic year in which tiie loan was 
made to reduce tiie amount of the loan. 

(3) If I repay more than tfie amount due for any 
installment and I do not designate it as an advance payment 
of tiie nextregular installment ttie Lending Institution will use 
tiie excess amount to prepay princtpat. 

V. Default 

(1) I understand tiiat tiie Lendng Institution nwy 
declare my loan to be in default and require immediate 
payment of tiie entire unpaid balance of my loan, including 
accrued interest late charges, and collection costs, if- 

(A) I fail to make a sdieduled repayment of a; / 
installment when due under tha repayment schedule estab- 
lished by tile Lending Institution, or 

(B) Despite demand by the institution, I fail to submit 
information regarding my income, and the income of my 
spouse, needed to calculate my repayment obligation. 

(2) I understand tiiat if I default on my loan, tiie 
Lending Institution may disclose tiiat I have defaulted, along 
with otiier relevant information, to credit bureau organiza- 
tions. 

(3) i understand that after tiie Lending Institution 
accelerates the loan under p aragraph V( 1 ), | will tiien lose my 
right to defer repayments due after the date tiie Lending 
Institution accelerates the loan. 

(4) I understand tiiat failure topay tiiis obligation under 
tfio terms agreed upon will prevent my obtaining additional 



Federal finandal aid. 

VI. Deferment 

The Lending Ir^stitution may permit me to defer mak* 
ing my scheduled repayments if itdetennines tiiat extraord- 
naiy circumstances, such as illness or unemployment pre- 
vent me from making tiiose scheduled repayments or when 
1 am enrolled as at least a half-time student at an institution 
of higher education, i understand tfiat I must request tius 
defemienl In writing on a timely, basis. Interest will continue 
to accrue on tiie unpaki balance of my k>an during periods of 
deferment The Lending Institution will add tiie amount of 
interest tfiat accrues during a period of deferment to tiie 
balance of my loan. 

VII. Deatii and Disability Cancellation 

If I should die or become permanentiy and total^ 
disabled, tiie total principal, interest and otiier charges on 
tills k>an shall be cancelled. 

VIII. Change in Name, Address, and Social Security Number 

I understand that L and any party signing this note as 
a comakeror endorser, must inform tiie Lending Institution of 
any change in my name, address, or social security number. 

IX. Late Charges 

(1 ) The Lending Institution may impose a late chaiga 
if I fail to make all or any part of a scheduled installment 
payment when it is due. 

(2) The Lending Institution may impose a late charge 
if I fail to provide by November 1 of each year, tiie required 
income information necessary to calculate my annual pay- 
ment obRgation. 

(3) This charge may be up to 20 percent of tiie amount 
of tiie installment payment tiien due. 

(4) (A) The Lending Institution may eitiier- 

(i) Add tiie amount of tiie late charge to tiie principal 
on tiie day after tiie missed scheduled repayment was due; 
or 

(ii) Require tiiat I repay it witii a future scheduled 
repayment 

(B) If tiie Lending Institution elects to add tiie as- 
sessed charge to tiie outstanding principal of tiie loan, it must 
so inform me before tiie due date of tiie next installment 

X. Prior Loans 

I have listed below ail of tiie ICL, Peridns Loans, and 
National Direct Student Loans (or National Defense Student 
Loans) I have obtained at otiier institutions. (If no prior toans 
have been received state "None.*} 

Schedule of ICL, Peridns Loans, National Direct Student 
Loans and National Defense Student Loans atOtiier Institu- 
tions 
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XI. Schedule of Advances 

The following amounts were advanced to me on the 
dates indicated: 

NOTICE TO BORROWER: DO NOT SIGN THIS 
NOTE BEFORE YOU READ IT. THE LENDING INSTITU- 
TION MUST SUPPLY TO YOU AND ANY ENDORSER A 
COPY OF THIS NOTE. 

{This notice is signed as a sealed instniment] 

Signature 

I(seal)l. 

Date 19—. 

Permanent Address (Street or Box Number, City, 
State, and Zip Code) Social Securi^ Number (endorser must 
provide) 

The borrower and tjending Institution shall execute 
this rx>te without security and without endorsement unless 
the bonrower is aminorand this note would not, under the law 
of the St^ in which the Lending Institution is located, create 
a binding obfigation. If the bonrower is a nrunor and this note 
would not, therefore, be legally binding, the Lending institu- 
tion sha9 require the following endorsement: 

Signature 

((Seal)]. 

Date 19—. 

Permanent Address (Street or Box Number, City, 
Stale, and Zip Code) Social Security Number (borrower must 
provide) — ■ 

Pt 673, Appendix B, will not appear in the CFR 

Appendix B-Summary of Comments and Responses 

tEdttodal Note.-This apper.dx will not appear in the 
Code of Federal Regulations.] 

Comments arxl Responses 

General 

Comment One commenter commended the Secre- 
taiy's attempt to develop aloan program that aims to respond 
to the varying circumstances faced by students upon gradu- 
ation. Another commenter noted that it is important to keep 
an open mind in the development of a new program and that 
the higher educa^n community looks fon^d to the results. 
Several commenters recognized that in times of budgetary 
constraints, the elimination of interest subskfies is a naces- 
sary step to ensure continued fundng for student aki pro- 
grams. 

Response: The Secretary agrees with the commen- 
ters. The ICL Program is designed to be both cost-effective 
to tf)8 taxpayerby redudnginterest subskiy and default costs 
and benefkaal to borrowers by extending the repayment 
period and provkling flexibility through repayment which is 



tied to the borrower's income. 

Comment: Many commenters opposed the proposed 
ICL Program because they felt that this program places the 
entire burden of the student foan on the student without any 
benefit to the student other than a longer repayment period 
which would be offset by large amounts of accrued interest 
These commenters stated that the proposedlCLconceptwill 
be hard for students to understand fully and that when the 
students dscoverthe magnitude of theirlCLdebt they will be 
forced into bypassng low-paykig, servk»-oriented careers, 
such as teaching, in favor of more lucrative careers. A 
number of commenters felt that this program would lead to . 
increased student foan indebtedness and, as a result, to 
kicreases in defaults. Several commenters beKeved that this 
program would be partk^ilarfy intimkia^ to low-income and 
mmority students for whom the extended repayment period 
couki cause the greatest difficulties. A number of conrunen- 
ters felt that the elimkiation of any interest subskiy by the 
GovemmentiskiappropriateandthattheGovemmentshouki 
be willing to continue to invest in higher eckjcation for stu- 
dents. 

Re^>onse: The Secretary emphasizes that the Fed- 
eral GovBmment is witling to continue to invest in higher 
educatwn for students. However, because students are the 
principal ber.efk:tarie's of college education, it is appropriate 
that they assume more of the burden for making use of this 
support Moreover, ki the ICL Program, the Secretary be- 
Keves that the benefits to the students far outweigh any 
additional burden. 

The Secretary strongly believes thatincome-sendtive 
repayment as implemented in these ICL regula^ns is an 
equitable and reasonable approach to student debt main- 
ageabili^.The ICL Program provkiesagreat deal of flexibil- 
ity for institutions and borrowers who can therefore tailor 
repayment terms to fit their financial circumstances. Further- 
nuxe, under the ICL Program, there is a Smit on the percent- 
age of income abon:ower is required to^devote to repayment, 
unlike other fixed-rate, fixed-term loans whk* require eqqal 
p^ment kistallments and repayment within a spedfk^ time 
frame. Rather than pressuring bonowers to avoid careers in 
low-paying, service^xiented occupattons, the ICL repay- 
ment method deariy fadfitates such career chok»s. 

Comment: One commenter applauded the Secretary 
for the fIe)Qbi% provkied to institutions in the proposed rule. 
Other commenters felt that the proposed regulations were 
too fong and detaSed. 

Response: No change has been made. In the pro- 
posed rule, the Secretary repeated appFtcable sectwhs of the 
Peridns Loan Progiv'ti regulations to provkie mstitutions in 
one package with all regulations governing the operational 
aspects of the program. Therefore, although the proposed 
regulations were long, many provisfons were merely duplica- 
tions of the Peridns Loan Program. The Secretary believes 
that having all the regulations in one package will make the 
program easier for an institution to administer. 

Certain aspects of the ICL Program are set by statute, 
while others, such as detemiination of need, are traditional 
aspects of Title IV student aW programs. However, in other 
natters the rule allows the institution considerable discretion 
m the manner in whkJh it can operate an ICL project For 
example, the rule would aiiow an institution discretion to 
design and u se its own method of determining the amount of 
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the annual loan repayment obligations of its bon^wers each 
year, subject to the approval of the Secretary. For these 
reasons the Secretary bel»ws that these rules, insofar as 
they track customary Title IV practice, are not complex. 
Although some aspects of the program are new, he does not 
regard those as calling for more complex calculations than 
institutf ons already routinely perfonn, or have perfomied for 
them, in administering traditiona] Titte IV programs. 

Comment A number of commenters opposed the 
proposed Income Contingent Loan Program, and preferred 
the current Perfcns Loan Program. Those commenters Sndh 
cated that the income contingent repayment methodology 
couW be tested by allowing an inconw contingent repayment 
plan as an aftemative.under the Peridns Loan Program. 

Response: No change has been made. In the Higher 
Education Amendments of 1986, Congress authorized the 
Seaetary to conduct an Inconw Contingent Direct- Loan 
Demonstration Project beg'mning with the 1987-88 award 
year and charged the Secretary with providing an evaluation 
of the DemonstTEdion Project to Congress. In any case, the 
Secretary prefiers to establish a sdparale unsubsidlzed loan 
program rather than allowing an inconr» contingent repay- 
ment feature in the heavily subsidized Perfdns Loan Pro- 
gram. 

Comment: Several commenters felt that five years is 
too short a period of time for the Demonstration Project to 
assess the feasibifiy of an income contingent repayment 
plan since few borrowers win bo in the income contingent 
portion of their repayment 

Response: The five year duration of the Demonstra- 
d'on Project is set by statute. The Secretary would like to 
emphasize that borrowers under the ICL Program wia be in 
repaymenlafler the Demonstration Project period ends, and 
therefore, data wll be available on those bonowers for longer 
than five years. 

Comment A number of commenters critidzed the 
short comment period and suggested that the implementa- 
d'on of the Demonstratwn Project be delayed until further 
analysis has been completed and addftk)na] input has been 
provkied from professional organizatwns and institutions. 

Response: The law authorizing the Denwnstratfon 
Project was enacted October 1 7, 1986, with the program to 
begin in the 1987-88 academk? year. The shortness of the 
comment period is an unfortunate but necessary conse- 
quence of the need to establish rules to implement the 
program eariy enough to permit participating institutions to 
include Income Contingent Loans (ICL) in the student aki 
provkied to students for courses beginning in September 
1987. Obviously, the design of an Income Contingent Loan 
Program entails resdutwn of complex issues, and that is 
indeed one purpose of the Demonstration Project Use of a 
more extended commc^nt period might have marginally aided 
in resolving these hB\}eB, but delay in establishing opera- 
tional rules for the Demonstration Project would ensure that 
ICLs wouW probably not be avai^ble to many borrowers at 
partidpating institutions until late in the academic year. On 
balance, therefore, the Secretary consktered the use of a 
short comment period to be preferable to delay in provWing 
operational rules. The Secretary boReves that su a delay 
would be neither responsible nor responsive to the needs of 
students and institutions for whom the program was in- 
tended. 



Section 673^ Definitions. 

Initial Repayment Perk)d 

Comment Many commenters requested clarification 
of the proposed Initial Repayment Period because the initial 
repaypDent period set forth in the proposed rule wouki vary in 
length depending on the month in which the borrower left 
school and, thereby, arbitrarily benefit certain students. 

Response:TheSecretary has revised the definition of 
initial repayment period to be that part of the repayment 
period from the end tho grade period to the dose of the first 
complete calendar year of the repayment period. The pur- 
pose of the initial repaynrwnt period is to aflow borrowers to 
malse k)wer paymen'iS djring the period in which they are 
estabSshing a financial foundation. The Secretary believes 
that the revised definition alows suffident time fx borrowers 
to estabish a financtal foundation before they begin the 
portion of the repayrnent period in which payments are 
computed as a percentage of Income. Ahhous^ the length of 
the initial repayment period wil stiS vary amortg students, the 
Secretary has cMned the perM 
31 fortheadhik)istrati>« convenient 
mwst calculato all subsequent repayments on that basis. In 
any case, even if the period does vary, holding the loan 
balance constant; alowerrep^nientin tiie initial repayment 
period simply leads to a higher repayment later; however the 
payn)ents fk>w, the entire k>an rnust be repakJ. 

Section 673.22 Student eligibility. 

Comment Many commenters asked for darification. 
ofwhetheraborrowerwhohas had aTItie IVfoan discharged 
in bankruptcy is efigible for an ICL 

Re^xxise: The Secretary wishes to clarify that an 
institution may consider a previous default on any loan, 
indudng a default loan discharged in bankmptcy, as 
evidence of potential future unwillingness to repay an ICL 
However, a defaulted k>an discharged in bankruptcy in and 
ofitselfis notan automatic bartostudenteOgibifityforan ICL 

Section 673,23 ICL maximums. 

Comment f^any commenters felt that the aggregate 
loan anwunts are too high and t;«t the Secretary should 
modify them to matdi the PeriUns Loan Program. 

Response: The annual and aggregate k>an amounts 
are set by statute and not by the Secretary. Therefore, no 
change has been made. The Secretary has proposed legis- 
lation for higher maximums in the expanded income-contin- 
gent k>an program for FY 1S88. 

Section 673.27 Overaward. 

Comment One commenter felt that an institution 
should not be liable for an overpayment if it has made an 
attempt to collect the overpayment from the student but has 
not been successhil in this attempt 

Response: No change has been made. The student is 
always liable for ariy overpayment of ICL advances made to 
him or her. In addition, the institution is liable for an overpay- 
ment whk^ was made as a result of institutional error. 
Whetfieran institution is liable for tiie overpayment or not, it 
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mustmakeareasonabte attemptto recoverthe overpayment 
from the student Tradtionany. in the Title IV student aid 
programs, the institution is held liable for any inconBCt 
actions which it takes. The Secretary does not believe that 
this polipy should be changed 

Comment One commenter suggested that net eanh 
ings from empl^ment otherthoi College Work Study (CWS) 
employment be allowed to replace the farniiy contribution 
rather than be classified as a resource. 

Response: No change has been made, in analyzing 
financial need aid student resources for the Title IV pro- 
grams, the Department has traditionalhr considered as a 
resource earrings from employment other tlian College 
Woric Stiidy for the aiward year unless those earnings are 
included in calculation of the students expected family 
contribtition. For consistency and ease in administrafion . the 
Secretary believes that the same method should be used in 
the ICL need aivalysis. 

Section 673.29 Maldng and dtaburslng loans. 

Comment Becfause there are no loan application lees 
or loan ongtna^ fees in the ICL pro-am. many common- 
ters encouraged the Secretary to_ delete pressed Sec. 
673.29(aK1K») ^vhich would have required the institution to 
provide the borrower with information concerning the amount 
of any charges collected by the institution at or prior to the 
disbursement of the loan and any deduction of those charges 
from the proceeds of the loan. 

Response: The Secretary agrees with the commen- 
ters and has deleted the subparagraph. 

Section673^Feder«l{ntafattIna!iocated funds-transfer 
of funds. 

Comment One commenter was concerned that an 
institution which doses or no longer wants to partidpate in 
the ICL program would lose its institutional capital contribu- 
tion when the fund was liquidated. 

Response: No change has been made. The proposed 
procedures for liquidating an ICLfund are the same as those 
now governing liquidation of a Perkins Loan fund. Under 
those procedures, an institution may relam the institutional 
portion of tf)e cash on hand in the fund, but must relinquish 
its interest In any outstanding foans. 34 CFR 674.17. The 
Seaetaiy usually transfers these loans to a second institu* 
tion whid) deposits in its loan fund all monies collected on the 
transferred outstanding loans. 

Comment One commenter felt that an institution 
which accepts the ICL portfolio of another institution should 
beentitled to an administrative cost alfowance for collection 
of the transferred loans. 

Response: No change has been made. Cun-entiy. for 
both the Perkins Loan and the proposed ICL Programs, the 
administrative cost allowance for an award year is based 
upon the expenditures during that year, and is not tied to 
collection costs. During the ICL Demonstration Prqect, the 
Secretary wOl explore the need for alternative metiiods of 
calculating administrative cost allowances. 

SscUon ^3.31 Uss of funds. 



Conrwnent Many commenters felt that the administra- 
tive cost allowance of 5% of Federal capital contribution 
expended in an award year is too fow and that the adminis- 
trative cost to an Institution wilt far exceed this amount The 
commenters suggested that the Seoetary modify the regu- 
lation to mirror the practice in the Perkins Loan Program by 
alowino an adm'mtratrve cost alfowance of 5% of tfie fonds 
advmced to students each year under the ICL Program. 
Some commenters suggested that during the Demonstration 
Project the Secretaiy evaluate the administrative cost allow- 
ance to determine if a calculation based on number of 
bonowers in repayment woukJ be more appropriate for the 
ICL Program. 

Response: The Secretary agrees with the commen- 
ters and has modified tfie regulations to increase the admm* 
istrative cost alfowance permitted to S% of tfie total amount 
expended each award year under the ICL Program, rather 
tfian merely 5% of the FCC used. The Secretary p^ans to 
evaluate the method of calculating the administrative cost 
aBowance during the Oemonstratfon Prt^and is particu- 
larly interested in tfiis regard in the cost to institutions of 
administering foans that are in repayment 

Section 673.32 Fiscal procedures snd records. 

Comment One commenter felt that the recordkeep* 
ing requirements wouki prompt an institution to have a 
separate bank account for ICC whidi wouki eliminate the 
positive financial rewards for the program fund whk^ could 
result from institutional "^pooling* of Title IV funds. 

Response: No change has been made. The institution 
is expected to establish arid nuuntain finandal records that 
reflect all program transactions and create a dear audit trail. 
Unfoss the Secretary determines as a result of an audit or 
program review that an institution does not have an adequate 
aocountmg system, an institution Is not required to have a 
separate bank account for ICL These requirements are the 
same as those used for many years for the Periuns Loan 
Program. The Secretary does not believe any change is 
necessary or appropriate. 

Section $73.41 Permissible chains to students. 

Conrunent The Secretary requested public conunent 
on alternative metfiods of calculating k)terest rates for tfie 
ICL Program as well as the variable rate set forth in the 
NPRM. 

Variable rate: Several commenters supported the 
variabfo rate set fortfi in the NPRM. One commenter noted 
that since there are other fixed interest rate foans in exis- 
tence, one purpose of the ICL Demonstration Project woukl 
be to evaluate tfie I'se of a variabfo interest rate. 

Several conunenters opposed the use of a variable 
interest rate, dting the administrative difficulties to institu- 
tions in recalculating the rate annually as well as the unpre- 
dictability of the consequences of bonowing under the ICL 
Program for the students. One commenter noted that the 
variabfo rate as set forth has no cap and therefore, significant 
increases in market rates in the future could, as a result, 
present borrowers mti unmanageabfo student foan debts. 
One commenter noted that the use of a variabfo interest rata 
combined with no interest subsidy will increase money 
availabfo to fostitutions for making ICLs but will also greatiy 
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increase student Indebtedness. Other commentem noted 
that the use of a variable interest rate wdl create difficulties for 
borrowers In understandtng fully the extent of their ICL 
obltgations and for Institutions In counseling students regard- 
ing their total student loan Indebtedness. 

Rxedrate:Manycoir.'v)enters felt thataflat rate would 
be easier for Institutions to adh.fnlster and for bonrowers to 
understand fully. 

Weighted average rate: One rommenter felt that the 
calculation of a weighted average Interest rate was too 
complex and burdensome lor institutions. 

Variable fixed rate: Several comunenters stated that a 
combtnab'on of the variable and fixed rate would be most 
equitable and easier to understand and to administer. They 
supported a variable rate while the borrower Is In school and 
fixing the rate when the loan enters repayment Two com* 
menters suggested a fixed rate be used with a provision that 
the rate could be reduced based upon the variable annud 
rate but could never be increased. 

Many commenters opposed the idea of providing 
students with the option of various methods of calculating the 
interest rate on tfieirJCls because this would fbr^ iristitu- 
tions to calculate «)d to admiritster the repayment (»i al the 
options, which would result In increased adrhiriislrative bur- 
den. Several commenters suggested affowing ins^'ons 
the option of choosing the methodofihterestrate calculation 
tobeused. 

Response: A change has been macfe. The final regu- 
lations reflect the recent legistalrve changes resulting from 
the Higher Education Technical Amendments Act of 1987, 
Pub. L 100-50. June 3. 1987. Section 454 of the Higher 
Education Act of 1965. as amended, provides that the 
interest rate to be charged on an ICL is. at the discretion of 
the uistitution. a fixed or a variable rate. The ap|:»icable 
interest rate is equal to the average bond equivalent rate of 
the 91-day Treasury byis for the quarter ending Sef^ber 

30 preceding thatcalendar year pkis three percent For fixed- 
rate loans.thisrate is detennined for theyear in which the first 
disbursement of k)an proceeds Is made and remans ki effect 
until the loan is repaid. For variable-rate loans, this rate wil 
be reset annually. The Secretary will announce annually the 
variable interest rate applicable for the coming year. The 
Secretary intends to woric witfi Insb'tutions selected for the 
demonstration project to attempt to ensure that enough 
borrowers utiBze each ^pe of rate to provide better inf ornia- 
t'on about the feasibili^ and desirability of both types. 

In the preamble to the NPRM. the Secretary re- 
quested public conmient on other ahennative interest rate 
calculations. The Secretary is appredative of the thorough 
and well-developed comments which were received 

Comment Several commenters were opposed to 
basing the inlerestrste for ICLs on the 91-day Treasury bills 
and suggested that the 10 or 20 year Treasury notes more 
accurately reflect the Govemmenrs tong-term cost of bor- 
rowing and would enable the rate to be a fixed rather than a 
variable rate. 

Response: No change has been made since the 
statute drects the use of 91-day Treasury bill rates. How- 
ever, the Secretary will carofuHy consider the commenters* 



suggestion in determink)g whether to seek an amendment to 
the statute concerning the interest rate calculation. 

Comment- Many commenters objected to the provi- 
sions which require that interest accrue from the date of 
disbursement and that unpaid accrued interest be capital- 
ized annually since these provisions gnaat^ increase the 
bonrower's debt while in school and, after graduation, could 
cause borrowers in a lownncome/high-debt sitoation to pay 
interest on interest, and, in some cases, never to reduce their 
debt One oommenter suggested that the institution bin the 
borrower for interest on iCLswhiethebon'owerisin school 
and capitaliie interest only for those bomowers who are 
unable to pay the interest accruing during in-schoo! periods. 
Another oommenter suggested that unpaki interest be 
canceled rather than capitalized to pravent the contv)ued 
growth of the borrower's ICL debt 

Response:No change has been made. The Secretary 
has developed and the Congress has authorized the ICL 
Program as an unsubsidtzed stodent loan program to assist 
students further in finandng tfieir education but to reduce the 
cost of this assistance to the Qovennment by eiiminattng any 
interBstsubsidy.Jherefore. in ordertoincrease^tf^ 
of the Fund and make rvKHfe money available to firture student 
bomowers. decrease the need for futore Federal capital 
supplements, and broaden the effectiveness of the pifot t)y 
increasirHJ tf)e riurifiber of bans that can be generated from 
the original Federal capital contribution, the Secretary wiS 
implement in these rules the requirement that interest on 
ICLs accrue from the date of disbin:5ement of ftmds to the 
borrower as witfi other unsubskfized loan programs': In order 
to alfow a borrower to postpone payment of accrued interest 
until the repayment period, the final rules, like the NPRM. 
provide that interest may be capitanzed while the borrower is 
in school, durmg the grace period, during a period of author- 
ized defenment and when payments made by a borrower for 
a given year are insuflicient to meet accrued interest costs. 
Institutfons may advise borrowers to pay the annual accrued 
interest while in school in order to prevent the growth of the 
borrower's iCLdebt and. if the bonower requests, may bill the 
borrower for th'^ interest 

Comment: One oommenter felt that tf)e institution 
shouki not be requred to charge borrowers late charges 
because borrowers who are late wi;h payments generally 
have financial dffkailties and the addition of a late charge will 
create more finandal hardship for these borrowers. Two 
commenters objected that a late charge of up to 20% is too 
high, and thata staled fiat rate wouM be easier to administer. 

Response: Although the Secretary ^rees that late 
piQrments may reflect finandal difficulties, the Secretary 
belieyes thata late charge which is reasonable and reflects 
the circumstances under which it is assessed is an appropri- 
ate means of emphasizing the importance of meeting one's 
student foan obligatfons. The rule has been clarified to m ake 
dear that the late charge must bear a reasonable relation to 
the cost to the insta'tutibn of handling the failure to make the 
required submission. As discussed here and as clarified in 
the due diligence regulations to be published shortfy. the late 
charge may include actual or average costs incurred In 
securing informatfon needed to calculate a repi^ment obli- 
gab'on or in taking those steps included within the actions 
customarily conskfered to be within the Wiling cyde on a toan 
as opposed to tiiose more costly efforts induded in the 
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.collection cycle; the latter are separately addressed in Sec. 
673.41 (c). This procedure is consistent with that used In the 
Perkins Loari Program. 

Section 673.42 Promissory note. 

Comment' Two commenters suggested that the pro- 
vision which requires institutions to use amounts repaid 
during an academic year to reduce the original loan amount 
be deleted since this would be extremely complicated to 
Implement because using prepayments to reduce the origi- 
nal balance would requre recalculation of ail subsequent 
accrued interest charges. 

Response: The Secretary agrees with the commen- 
ters and has modified the regulation to require Institutions to 
use amounts repaid during the academic year in which the 
loan was made to pay any accmed interest first and then to 
reduce the original loan amount 

Section 673.43 Repayment plan. 

Comment Many commenters applauded the Secre- 
tary for allowing institutions to utilize either the repayment 
plan set forth in the proposed rule or an alternative plan 
approved by the Secrataiy as being responsive to the goals 
ofthe IGL Demonstration Project in exploring the feasibility of 
an income contingent repayment method. 

Response: No change has been mdde. The Secretary 
agrees with the commenters that this provision allows the 
institution a considerable amount of discretion to design and 
to use its own method of determining the amount of loan 
repayments due from the bonx)wers each year subject to the 
approval of the Secretary. 

Comment Several commenters noted that the pro- 
posed fixed payment obligation mandated for the initial 
repayment period would, in many cases, be insuffident to 
cover the ann ual accrued interest, and would result m nega- 
tive amortization. Other commenters suggested ttiat ttie 
repayment obligation be modified to cover the annual ac- 
cmed interest in order to prevent negate amortization. 

Response: A change has been made. The Secretary 
has revised the annual payment obf^ation calculation for the 
initial repayment period to address this issue. Under the ftfial 
njles the borrower has theoption ofusing an annual payment 
calculation for the initial repayment period determined as a 
percentage of his or her income-that is, moving immediately 
into income contingent repayment-or having the annual 
payment calculated as a percentage of the opening ICL 
balance. If the borrower wishes to receive an income-based 
annual repaymentobligation, he orshe mustsubmitinforma- 
tion needed to make that detemiination in a timely manner; 
if tiiat information is not submitted, the obligation must be 
based on the loan balance. In the latter case, a borrower with 
median total debt of $6,000 would pay $35 a month instead 
ofthe $30proposed in the NPRM. Thisapproach reduces the 
amount of negative amortization, particularly when the bor- 
rower has a large opening ICL balance. It also may allow a 
reduction In the maximum assessment rate during the regu- 
lar repayment period, as further discussed below. 

Comment Many commenters supported the use of 
Adjusted Gross Income (AGI), reported on tiie Federal in- 
come tax return as the basis for determination of the annual 
loan repayment obligation. They feltthat expanding the base 



to include a Modified Adjusted Gross Income (MAGI) would 
unduly complicato the administration of the program be* 
cause other sources of income and expenses are not easily 
documented and because it would be burdensome for insti- 
tutions to collect this information and calculate a MAGI. 
Several commenters befieved that AGI ignores untaxed or 
spedalfy-taxed income, and therefore) th^ favored use of a 
MAGI in order to provide a more realistic picture of a bor- 
rower's ability to pay. 

Several commenters felt that the income for the base 
income year, even when adjusted for inflation, does not 
reflect the borrower's financial situation at the time of repay- 
ment, particularly if there has been a Uvge increase or 
decrease in income. Tnose commenters noted tiiat there is 
no mechanism in the proposed nde for an individual adjust- 
ment under ttiese circumstances. 

A number of commenters pointed out ttiat borrowers 
who do not fUe tax retums would not have an AGI to be 
assessed in determining an annual repayment obligation. 
The commenters suggested that several fbnns of records, 
indudmg W-2 fonn^, IRS form 1099, payroll stubs, a nota- 
rized statement of earnings, and a notarized income work- 
sheet provide acceptable documentation of mopme for non- 
tax filers. One commenter sugg^ted that the vistitution use 
an AGI equal to the masdmum incpnm an mdividua! may earn 
without fing a tax return. Several commenters suggested 
ttiat non-tax filers pay tfie mkiimum repayment amount 
allowed during the ini&d repayment period 

Response: For borrowers who file a Federal income 
tax retum, ttie Secretary has retained tf)e definition of AGI 
published in the proposed rule. However, ttie Secretary has 
added a provision lo allow ttie institutional loan administrator 
to utiSze ttie current income of the bonower and Ns or her 
spouse in cases where ttie AGI for ttie base income year 
does not accurately reflect ttie borrower's ability to repay an 
ICL The Secretary beSeves ttiat tt^e.fiexibinty provided in 
ttiese cases wi8 aflow an institution to determine a repayment 
obligation tailored to ttie borrower's income. For borrowers 
who do not file a FedcNral income tax retum, ttie Secretary 
bases ttie annual repayment obligation on ttie sum of ttie 
amounts of taxable income from all sources received by ttie 
borrower and his or her spouse. 

Comment Many commenters opposed as extremely 
burdensome and costiy for institutions to administer ttie 
requirements ttiat bonowers provide by November 1 of each 
calendar yeara copy of ttie Federal income tax retum(s) filed 
by ttie borrower and Ns or her spouse for ttie preceding tax 
year and ttiat ttie institution detennine a bonower's payment 
obligation annually. One commenter questioned ttie institu- 
tion's legal right to request ttie tax retum. Many commenters 
felt ttiat in order to obtain vaftd data on atimely basis, it would 
be necessary to secure cooperation from ttie Internal Reve- 
nue Service to provide, or to permit access to, ttiis data. 

Response: No change has been made. The ICL 
Program is defined by statute as utilizing an income contin- 
gent repayments mettiod. In order to tmplementa repayment 
mettiodology which is contingent on ttie bonrower's income, 
ttie SecretaiV believes ttiat it is necessary to utilize ttie most 
readily available and easily verified indicator of a borrower's 
income, his or her Federal tax retum. Furttiennore, for ttie 
repayment obligation to bd in fact contingent on the bor- 
rower's Income, ttie Secretary believes it is necessary to 
evaluate ttie ben-ewer's financial situation annually. The 
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Secretary has explored the possibilities of a tape match with 
the Internal Revenue Service (IRS) and has determined that 
technical difficulties make this option unavailable at this time. 
The Secretary considers the signed copy of the tax return 
itself to be sufficiently trustwortfiy for the purposes of this 
program, and does r>ot believe it is necessary to require 
borrowers to request a co;^ from the IRS to submit to the 
institut'onsincethiswouldincreasethe burden on institutions 
and borrowers and would create unnecessary delays In 
determining annual payment obligations. 

The Secretary wishes to emphasize that the bor- 
roy.'er's requirement to submit the required income infonna- 
tion is set forth in the promissory note, and agreement to 
comply with that requirement is the condition on which the 
loan is made. Any borrower who considers this disclosure to 
constitute an untoward intrusion into the privacy of the 
bon^ower and h is or her spouse should not bonrow under this 
program. 

Comme nt One commenter suggested that the institu- 
tion be allowed to accelerate the entire ICL if the bonrower 
fails to submit his or her tax return by November 1 . Anotfier 
commenter suggested that an institution impose a six-year 
fixed repayment plan on bonowers who fail to subrh'rt tfie 
income information ori time. One commenter supported tiie 
Secretary's proposal discussed in the preambh» to tfie NPRM 
to develop and publish an alternative repayment plan which 
utilizes national statistics showing tfie average annual eam- 
ings for college graduates for bonowers who fail to submit 
income information in a timely manner. Several commenters 
opposed tfiis proposed alternative repayment plan as not 
reflective of the individual borrower's circumstances. 

Response: The Secretary is still considering optional 
means of implementing tfie income contingent repayment 
method without requiring tfie collection of income tax fomis 
from all bon^wers, as well as an appropriate incentive for 
bon'owers to provide tfie necessa^ income information on a 
timely basis and welcomes additional public comment The 
Seaetar\' bePie ves tfiat to impose a six-year fixed repayment 
plan on a bonrower who is tardy in supplying income data 
would eliminate entirely tfie Income contingent concept and 
tfie flexibility which itprovides andistfierefore notadestrable 
sanction at tills time. The Secretary also befieves that accel- 
eration of the entire ICL for a bonrower who merely fails to 
submit in a timely manner tfie required income infomnation is 
too severe a penalty and would lead to an unnecessary 
increase in defaults. However, continued failure to submit 
required income information is a serious breach of tfie 
borrower's duty under tfie loan agreement, and constitutes a 
default Acceleration is tfie nomnal consequence of any 
default, and tfierefore acceleration is, in such a case, an 
appropriate sanction for continued failure to supply required 
incomeinfomiation.This sanction, of course, would nolapply 
during tfie initial repayment period. The institution at tiiat time 
may simply determine tiie annual obligation as in Sec. 
673.43(b)(6). 

In tfiese final regulations, borrowers who do not pro- 
vide on a timely basis tfie income information required to 
determine tfieir annual payment obligation will be charged a 
late charge of up to 20% of tfie amount of tfie borrower's most 
receritly required payment; bon'owers who persist in failing or 
refusing to supply the income information required are to be 
considered as being defaulted on tfieir loans. Altfiough the 
Secretary does not believe imposition of a fixed temi, fixed 
payment schedule is an appropriate sanction for mere tardi- 



ness in submitting required income data, tfie Secretary does 
not intend to limit tfie customary discretion of tiie institution to 
set tfie terms of any repayment agreement reached witfi a 
bomswerwho has alreawdy defaulted on tfie loan, but wishes 
to resume payment As witfi Perkins Loans, tfie institution 
may structure tfiese curative agreements in tfie manner it 
considers necessary to recoup lost payments most effec- 
tively and prevent future lapses. The institution tfierefore 
does not need to agree to resumption of income contingent 
terms or otfier temis requiring submission of income tax 
fomis in tfiese curative agreements. 

Comment Many commenters felt ttiat tfie income 
assessment rates set forth in the repayment matrix in tfie 
proposed rule are too high and tfiat studies have shown tfiat 
borrowers can only afford to useamaximumof 12% of tfieir 
disposable income for all loan obligations. 

Response: The Secretary concurs witfi tfie commen- 
ters thattfie maximum rateshould be reduced toaiower level 
and has modified tfie repayment matrix according Furtfier- 
more, tfie repayment matrix has been modified to increase 
gradually tfie percentage of tfie boaower's income used to 
detennine tfie annual payment obligation as tfie repayment 
period progresses to enable borrowers to have a larger 
percentage of their income available for otfier obligations 
which are i()curred early in tfieircareers.Thisalsd reflects the 
fact tfiat, in general, tfie bonower's assets will increase over 
time, allowing a higher assessment against annual income 
over time witfwut reducing tfie borrower's command over 
goods and services. Thus repayment rates are progressive 
over time. 

Comment: Several commenters objected to tfie useof 
tfie borrower's spouse's income in detemiining the amount of 
tfie bonower's annual payment obligation and stated tfiatthe 
spouse has no legal responsibility to provide tfiis information. 

Response: f^o change has been made. In detemiining 
tfie amount of financial need for which a mam'ed independent 
student qualified to receive Federal aid under tfie Titie IV 
programs, the E)epartment has always considered tfie in- 
come and assets of botii tfie student and his or her spouse. 
As Slated in the preamble to tfie final rule regardng expected 
family contributions for tfie Guaranteed Student Loan Pro- 
gram for 1983-84, tills practice rests on tfie economic reality 
tfiat tfie marital unit benefits directiy from tfie enhanced 
earning capacity gained from education financed witii tfie 
student loan, andtfierefore Tttie tV need analysis customarily 
assesses tfie income and assets of botfi spouses in calculat- 
ing tfie need for eitfier one for a loan. 48 FR 14317, April 1, 
1 983. The Secretary believes tfiat tfie same principle applies 
to the determination of tfie ability to repay a f^raliy financed 
loan, and tfiat tfie spouse's income should be considered in 
detemnining whetfier tfie borrower can repay at a faster rate, 
and tfierefay reducing the need for additional Federal support 
by more quickly replenishing tfie ICL fund at tfie lending 
institution. 

The Secretary emphasizes tfiat a prospective bor- 
rower who is cun'entiy mamed cannot honor tfie temis of tfie 
ICL loan if his or her spouse is unwilling to provide the 
required income infonnation, and should not borrow under 
tiie ICL Program. A prospective bon'ower who is cun'entfy - 
unmarried should be aware of tiie requirements that tfie 
bon^wer must provide spousal income infnmiation if tfie 
bonrower later marries and tfiat failure to provide income 



130 

6-23 



information of both the borrower and his or her spouse may 
result in the institution declaring the loan to be in default 

Comment: Several com mentors opposed the sugges- 
tion in the preamble of the proposed rule indicating that the 
borrower and the institution could agree to biweekly pay- 
ments because the benefit to the student in the reduction of 
interest costs is greatly outweighed by the administrative 
costs to the in stitution, and the student would recaive a much 
greater benefit by merely making larger payments on a 
monthly basis. 

Response: No change has been made. The institution 
has the right to require the borrower to repay the ICL In 
quarterly, bimonthly or monthly payments; a biweekly pay- 
ment plan could nevertheless be agreed to by the institution 
and the borrower. 

Section 673.44 Deferment of repayment 

Comment: Since many students transfer from one 
institution to another Institution as undergraduates and also 
continue their educafion at the graduate level, many com- 
menters were concemed that this section did not aWcw 
deferment of the loan during 'periods of half-time enrollment 
at an accredited institution of higher education. One com- 
menter suggested an internship deferment for students who 
are serving an internship which is required to begin profes- 
sional practice or sen^. One com menter questioned whether 
the grace period and subsequent initial repayment period 
could be repeated if the student bonwer re-enrolis at 
another institution during the repayment period. 

Response: The Secretary has added a provision to 
albw deferment of the principal and interest while the bor- 
rower is at least a half-time student at an institution of higher 
education. The Secretary wishes to darify that, as under the 
Perkins Loan Program, students who re-enroll at an institu- 
tion after the loan has entered repayment do not receive a 
second grace period. The Secretary believes that students 
whohaveenteredrepaymentandthen re-enroil in school are 
more likely to gain employment quickly and resume repay- 
ment ability, and that, as a result, they have less need for a 
second grace pericd and attendant initial repayment period. 
However, for ease of administration for the institution, stu- 
dents who have an ICL in repayment but re^nroll at an 
institution and tiien bon-ow under the ICL Program for that 
period of re-enrollment are entitled to a grace period and 
initial repayment period for any new ICLs. 

Comment: Many commenters favored the deferment 
on the basis of financial hardship. One commenter requested 
clarification of what constitutes extraordinary circumstances. 
Another commenter felt that having interest continue to 
accrue and be capitalized during this period would defeat the 
purpose OT the defernient since the borrower's outstanding 
debt would continue to grow. One commenter suggested that 
the regulations be amended to extend the financial hardship 
deferment beyond three years since certain circumstances 
which may result in financial hardship such as long-term, 
non-disabling illness may last more than tiiree years. 

Response: No change has been made. The Secretary 
bel [eyes that Jhe loan officer should exercise professional 
judgment and require appropriate justification to determine 
what constitutes extraordinary circumstances and that this 
institutional flexibility is necessary to the ICL concept Al- 
though the borrower's debt will increase during the defer- 



ment, the Secretary points out that tills situation is Inherent 
in any unsubsidized loan program and tiiat tiie financial 
hardship deferment is to be used in situations in which a 
bonower is unable to make any substantial regular pay- 
ments. The Secretary is continuing to limit tiie financial 
hardship deferment to three years because the loan officer 
has tfie flexibility to adjust the borrower's annual repayment 
obligation in situations when tiie financial hardship is long- 
term, but the borrower does not qualify for cancellation. 

Section 673.45 Cancellation^ 

Comment: Many commenters felt that tfie repayment 
period for ICLs Is too long and tiiat a maximum repayment 
period should be set Several commenters suggested tiiat 
ICLs which have been in repayment for 25 to 30 years should 
be cancelled. 

Response: No change has been made. The ICL 
concept is designed to permit borrowers, by repaying tiieir 
debts based on tiieir Incomes, to spread tiie cost of tiieir 
investment in postsecondary education over tiie period of 
enhanced eaming made possible by that education. 

To estimate tiie likely repayment temis needed to 
satisfy varying amounts of ICL debt at differing income levels, 
repayment models were devisad based on tiie median salary 
for recent college graduates as determined by tiie Depart- 
ment in an annual survey ($17,567 in 1985). as well as 
salaries at the first ($13,395) and tfiird ($22,677) quartiles 
with tiiree levels of ICL debt Salaries in each level were 
assumed to grow during the repayment period in accordance 
with the growth patterns as indicated by tiie Current Popula- 
tion Survey data from the Bureau of tiie Census and inflation 
rates of five and six percent. Next, three levels of ICL debt 
were matched to tiie income levels described here: Rrst, tfie 
median student k)an debt for tfiat same population, $6,000, 
second. $15,000, and third, the maximum amount permitted 
undercun-entlCLautfiority, $17,500. Eacfi of tfie three levels 
of ICLdebt were tfien amortized on the basis oftfiesesalaries 
and average interest rates of nine and ten percent. The 
repayment studies further assumed that the borrowers had 
unintemjpted employment, tfiat tfiey received no defer- 
m ents, and tiiat borrower income grew from tfie listed starting 
salaries in each case at a rate of five and six percent peryear, 
respectively. 

Based on tfiese assumptions, borrowers in a!l of these 
til ree income levels can be expected to repay tfie full amounts 
borrowed, plus accrued interest, in periods ranging from nine 
to 23 years. Borrowers starting with salaries in tiie fiftii 
percentile ($8,235 in 1985) were also matched witii debt in 
tfie amount of $17,500; these borrowers were unable to 
repay tfieir loans within a 30-year period under tfiese as- 
sumptions. In order to have received ICL loans totalling 
$17,500, however, borrowers in tfiis last hypothetical cate- 
gory must have successfully completed five years of under- 
graduate study; it is extremely doubtful that a significant 
number of ICL borrowers with tiiat amount of ICLdebt wculd 
actually be employed at tiiis lowest of tfie earnings levels 
(fiftfi percentile) posited for pu.»poses of this study. The 
Secretary expects tfiat tfie great majority of ICL borrowers 
are tfius reasonably likely to complete tfieir repayments 
within 30 years and tfierefore tfiat no cancellation provision 
is needed. 

Furtfiermore. because tiie repayment remains contin- 
gent on tfie amount of tfia adjusted gross income of tfie 
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The Secretary, of course, is concerned about the 
difficulty that certain low-Income borrowers may have in 
repaying their loans and wilt continue to review this issue in 
the future. 

Subpart E-Due Diligence 

Comment: Many comm enters criticized the Secretary 
for publishing an NPRM and soliciting applications for the 
Demonstration Project without proposing due diligence re- 
quirements since institutions should be aware of alt obliga- 
tions under the program before deciding to partidpate. 

Response: Although the NPRM and these regulations 
were published without due diligence requirements, the 
Secretary does not regard this fact as leaving applicant 
institutions with an unclear picture of their ban collection 
responsibilities. As the Secretary explained in the preamble 
to the NPRM, the tCL Program Is modeled after the Perkins 
Loan Program. All applicants are required to demonstrate a 
thorough and effective familiarity with the loan collection 
rules in effect In the Perkins Loan Program. Based on that 
familiarity and the explanation that the ICL operational re- 
quirements would be modeled, where possible, on the Per- 
ikns Loan Program rules, and because proposed due dili- 
gence regulations for the Perkins Loan Program were pub- 
lished some lime ago, and final regulations are nearing 
publication, the Secretaiy felt that it would be less confusing 
to institutions to defer promulgation of ICL due diligence 
requirements until the final Perkins Loan regulations are 
published. In any case, several months will elapse before any 
borrowers under the ICL program will cease to be enrolled at 
least haJf-time and institutions will have to follow due dili- 
gence procedures. The Secretary plans to issue an NPRM 
on the due diligence requirements for the ICL Program 
shortly after the finaJ due diligence regulations for the Perkins 
Loan Program are published. 

(FR Doc. 87-17724 Filed 8^87; 8:45 am] 
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PART674-PERKINS LOAN PROGRAM 

1. The authority citation for Part 674 continues to read as 
follows: 

Authority: 20 U.S.C. 1087aa-1087hhand20U.S.C.421-429 
unless otherwise noted. 

la The Part heading and Note and Subparts A 
(consisting of Sees. 674.1 through 674.20), B (consisting of 
Sees. 674.31 through 674.39), and D (consisting of Sees. 
674.51 ttirough 674.60) of Part 674 of Title 34 of the Code of 
Regulations are revised to read as follows, and Appendiees 
A, B, and C are revised, and Appendiees D and E aiB added 
to read as follows: 

Note: An asterisk (*) Indicates provisions that are 
eommon to Parts 674. 675, and 676. The use of asterisks will 
assuro participatjng instJtutk>ns thata provisk)n of one regu- 
lation is Mentieal to the corresponding provistons in the other 
two. 

Subpart A-General Provisions 

Sac. 

674.1 Purpose and identification of common provistons. 

674.2 Definitions. 
*674.3 Application. 

674.4 Allocation and reallocation. 
674.5^74.7 [Reserved.] 

674.8 Program participation agreement. 

674.9 Sfjdent eligibility. 

674.10 Selection of students for loans. 

674.11 [Reserved.] 

674.12 Loan maximums. 

674.13 Reimbursement to the Fund. 

674. 1 4 Overaward. 

*674.15 Coordination with BIA grants. 

674.16 Making and disbursing loans. 

674.17 Federal interest in allocated funds-transfer of Fund. 

674.18 Use of funds. 

674.19 Fiscal procedures and records. 

674.20 Compliance with equal credit opportunity require- 
ment5^. 

Subpart B-Terms of Loans 

Sec. 



674.31 Promissory note. 

674.32 Special terms: bans to less than half-time student 
borrowers. 

674.33 Repayment. 

674.34 Deferment of repayment-Perkins loans. 

674.35 Defemient of rspayment-Direct loans made on or 
after October 1, 1980. 

674.36 Defemient of repayment-Direct loans made before 
October 1, 1980 and Defense loans. 

674.37 Defemient procedures. 

674.38 Postponement of loan repayments in antidpatton of 
eaneellatk)n. 

674.39 Treatment of k>an repayments where eancellatton, 
loan repayments, and minimum monthly repayments apply. 

Subpart C— Due Diligence 

S«c. 

674.41 Due diligence-^general requirements. 

674.42 Contact with the borrower. 

674.43 Billing procedures. 

674.44 Address searches. 

674.45 Collection procedures. 

674.46 Litigation procedures. 

674.47 Costs chargeable to the Fund. 

674.48 Use of contractors to perform billing and colleclton or 
other program r>^dvities. 

674.49 Bankmptcy of bon-ower. 

674.50 Assignment of defaulted loans to the United States. 

Subpart D-Loan Cancellation 

Sec. 

674.51 Special definitions. 

674.52 Cancellation procedures. 

674.53 Teacher eancellation-Direet and Perkins loans. 

674.54 Teacher eancellation-Defense loans. 

674.55 Cancellation for service in a Head Start program. 

674.56 Cancellation for military service. 

674.57 Cancellation for volunteer service-Perkins loans. 

674.58 Cancellation for death or disability. 
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674.59 No cancellation for prior services repayment re- 
funded. 

674.60 Fleimbursement to institutions for loan cancellation. 

Appendix A-Proml8Sory Note-Perfclns Loan 

Appendix B-Pix>mlssory Note-Direct Loan 

Appendix OPromlssory Note-Peikins Loan- 
Less Than Half-time Student Borrov/ar 

Appendix D-Proml8sory Note-Direct Loan- 
Less Than Half-time Student Borrower 

Appendix E-Examples for Computing 
Maximum Penalty Charges (6 Months Unpaid 
Overdue Paytnents)on Direct Loans Made fbr 
Periods of Enrollment befbre January 1 , 1986 

Summary of Comments 

Subpart A-Genera? Provisions 

Sea 674*1 Purpose and Identification of common 
provisions* 

(a) The Perkins Loan Program provides low-interest 
loans to finandalfy needy students attending institutions of 
higher education to help them pay their educational costs. 

(b) (1) The Perkins Loan Program authorized by Title 
IV-E of the Higher Education Act of 1965 and previously 
named the National Direct Student Loan Program is a 
continuation of the National Defense Student Loan Program 
authorized by Title II of the National Defense Education Act 
of 1958, All rights, privileges, duties, functions, and oW^ja- 
tions existing under Title II before the enactment of Title IV- 
E continue to exist 

(2) The Secretary considers any student loan fund 
established under Title IV*E to include the assets of an 
institution's student loan fund established under Title II. 

*(c) Provisions in these regulations that are common 
of all campus-based programs are identify with an asterisk: 

(d) Provisions in these regulations thatreferto loans* 
or -student loans' apply to all loans made under Title I V-E of 
the HEA or Title li of the National Defense Education Act 

(Authority: 20 U.S.C. 1087aa-1O87hh; Pub. L 92-318, Sec. 
137(d)(1)) 

Sec 874.2 Definitions. 

*(a) Subpart A of the Student Assistance General 
Provisions regulations, 34 CFR Part 668, sets forth defini- 
tions of the folk)Wing tenns used in this part: 

Academic year 
Award year 



College Work-Study (CWS) Program 
Defense loan 
Direct loan 
Enrolled 

Guaranteed Student Loan (GSL) Program 
HEA 

Income Contingent Loan (ICL) Program 

National Defense Student Loan Program 

National Direct Student Loan (NDSL) Program 

Pel Grant Program 

Peridnsloan 

Perkins Loan Program 

PLUS Program 

Secretary 

SLS Program 

Supplemental Educational Opportunity Grant (SEOG) Pro- 
gram 

(b) The Secretary defines other tenns used in this part 
asfoHows: 

Default: The failure of a borrower to make an install- 
ment payment when due or to comply with other tenns of the 
promissory note or written repayment agreement 

Default rate: Represented as a fractk)n: 

Defaulted principal amount outstanding 



Matured loans 

Defaulted principal amount outstanding: (1) The total 
k>an amount borrowed from an institution*s Fund that has 
reached the repayn^ent stage on those loans that are- 

(1) Repayable monthly and in default at least 1 20 days; 

or 

(0) Repayable less frequently and in default at least 
180 days; minus 

(2) That portion of these loans that have been- 

(1) Repakl or cancelled; 

(ii) Referred to the Secretary; 

(iii) Assigned to the Secretary; 

(iv) Discharged in bankruptcy; and 

(V) 5>ubject to a satisfactory written repayment agree- 
ment with which the bon^wer is currently in compliance. 

'Expected family contribution (EFC): The amount a 
student and his or her spouse and family are expected to pay 
toward the student's cost of attendance. 

Federal capital contribution (FCC): Federal funds 
allocated or reallocated to an institutk)n for deposit into the 
institution's Fund under cection 462 of the HEA. 

'Finandal need: The difference between a studenfs 
cost of attendance and his or her EFC. 

*Full-time student An enrolled studeniwho isconying 
a full-time academic woridoad (other thart by cori^spon- 
dence)-as determined by the Institutx^n-under a standard 
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appticaUe to all students enrolled in a particular program. 
However, an hstitutk>n*s fuR-time standtvd must equal or 
excoed one of the following nilnimum requirements: 

(1) 12 semester hours or 12 quarter hours per aca- 
demic term in an institution using a semester, trimester, or 
quarters system. 

(2) 24 semester hours or 38 quarter fiours per aca- 
demic year for an institution using credit hours but not using 
a semester, trimester, or quarter system, or the prorated 
equwalent for a program of less than one academic year. 

(3) 24 dock hours per week for an institution using 
cfock hours. 

(4) In an institutk}n using both credit and dock hours, 
any combination of credit and dock hours where the sum of 
the following fractions is equal to or greater than one: 

Number of credit hours per term 



12 
+ 

Number of cfock hours per week 



24 

(5) A series of courses or seminars which equals 12 
semester hours or 12 quarter hours in a maximum of 18 
weeks. 

(6) The work portion of a cooperative educatbn pro- 
2'' jXT\ in which the amount of work performed is equivalent to 
the academic workk>ad of a full-time student 

Fund (Perkins Loan Fund): A fund established and 
maintained according to Sec. 674.8. 

Graduate or professional student: A student who- 

(1) Is enrolled in a program or course above the 
baccalaureate level at an institution of higher education or is 
enrolled in a program leading to a first professional degree; 

(2) Has completed the equivalent of at least three 
years of full-time study at an institution of higher education, 
either prior to entrance into the program or as part of the 
program Itself; and 

(3) Is not receiving Title IV aid as an undergraduate 
student for the same period of enrollment 

Half-time graduate or professfonrJ student: An en- 
rolled graduate orprofessional student v^o Is carrying a half- 
time academic workload as determined by the institution 
according to its own standards and practices. 

Half-time undergraduate student: An enrolled under- 
graduate student who is carrying a half-time academk: work- 
load, as detennined by the institutk>n. which amounts to at 
least half the workload of a full-time studnet However, the 
institution's half-time standards must equal or exceed the 
equivalent of one or mors of the fdtowing minimum require- 
ments: 

(1)6 semester hours or 6 quarter hours per academic 



term for an institution using a standard semester, trimester, 
or quarter system. 

(2) 12 semester hours or 18 quarter hours per aca- 
demic year for an institutfon using credit hours to measure 
progress, but not using a standard semester, trimester, or 
quarter system; or the prorated equivalent for a program of 
less than one year. 

(3) 12 dock hours per week for an institutfon using 
dock houx 

(4) M hours of preparatbn per week for a student 
enrolled in a program of study by correspondence. Regard- 
less of the woridoad. no student enrolled solely in correspon- 
dence study conskiered more than half-time. 

Initial grace period: That period which immediately 
follows a period of enrollment and immediately precedes the 
date of the first required repayment on a loan. This period is 
generally nine months for Perkins loans. Defense bans, and 
Direct foans made before October 1, 1980. and sbc months 
for other Direct foans. 

^institution of higher education (ins^tion): A pubHcor 
private nonprofit institution of higher education, a proprietary 
in<;titutionofhighereducation. orapostsecondary vocational 
bstitution. 

Institutional capital contribution (ICC): Institutional 
funds contributed to establish or maintain a Fund. 

Matured foans: The total prindpal amount of all loans 
made to students from an institutk>n*s Fund minus the 
prindpal amount of loans made from the institutk>n*s Fund to 
students who- 

(1) Are enrolled as at least half-time students; or 

(2) Are still in their first grace period. 

'Need-based employment: Empfoyment provided by 
an institution itself or by another entity to a student who has 
demonstrated to the institution or the entity (through stan- 
dards or methods it establishes) a finandal need for the 
earnings from that empfoyment for the purpose of defraying 
educatfonal costs of attendance for the award year for v^ich 
the empfoyment is provkied. 

'Payment period: A senoester, trimester, or quarter. 
For en institution not using those academic periods, it is the 
period between the beginning and the midpoint or l>etween 
the midpoint and the end of an academic year. 

Post-deferment grace period: That period of six con- 
secutive months which immediately follows the end of certain 
periods of defemient and precedes the date on v^ich the 
bomswer is required to resume repayment on a foan. 

Student loan: For this part means a Direct Loan. 
Defense Loan, or a Peridns Loan. 

Undergraduate student: A student enrolled in an 
undergraduate course of study at an institution of higher 
educatfon who- 

(1) Has not earned a baccalaureate or first profes- 
sforial degree; and 
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(2) is in an undergraduate course of study which 
usually does not exceed 4 academic years, or is enrolled in 
a 4 to 5 academic year program designed to lead to a first 
degree. A student enrolled in a program of any other length 
is considered an undergraduate student for only the ^rst 4 
mdemic years of that program. 

(Authority: 20 U.S.C. 1087aa-1087hh) 

*Seae74.3Apptlcatloii. 

(a) To participate in the Perkins Loan Program, an 
institution shall file an application with ti:e Secretary before 
an ennually established dosing date. 

(b) The application must be on a form approved the 
Secretary and contain the information needed by the Secre- 
tary to determine the institution's allocation or reallocation of 
the Pej-Wns Loan Program funds under section 462 of the 
HEA. 

(Authority: 20 U.S.C. 1087bb) 

Sec $74.4 Allocation and reellocaUon. 

(a) The Secretary allocates F^ral capital contribu- 
tions to institutions participating in the Peridns Loan program 
in accordance with section 462 of the HEA. 

, (b) The Secretary reallocates Federal capital contri- 
butions to institutions paiticfpating in the Peridns Lean pro- 
gram in a manner that best carries out the purpose of section 
462 of the HEA. 

(c) As used in section 462 of tha HEA. "Efigible 
Institutions offering connparable programs of instnjction* 
means institutions tha'; are being compared with the appli- 
cant institution and that fall within one of the following six 
categories: 

(1) Cosmetology. 

(2) 6usinef;S. 

(3) Trade/Technical. 

(4) Art Schools. 

(5) Oiier Proprietary institutions. 

(6) Non-Proprietary Institutions. 

(d) Paynwnt to Institutions. The Secretary allocates 
funds for a specific period of time. The Secretary pays an 
institution its allocation in periodic installments and may 
make these payments in advance or by way of reimburse- 
ment The Secretary bases the amounts of these install- 
ments on periodic fiscal reports. 

(Authority: 20 U.S.C. 1087bb) 

Seca. 674.M74.7 [Reaarved] 

Sea 674.$ Program participation agraemtnt 

To participate in the Perkin s Loan program, an institu- 
tion shall enter Into a participation agreement with tfio Sec- 



retary. The agreement provktos that the ^stitutbn shafl use 
the funds it recehws solely for the purposes specified in tfiis 
part and shall administer the program in accordcr^oe with the 
Act, tfvspartand the Student Assistance General Provisions 
regulations. 34 CFR Part 668. The agreement further spi^ifi- 
cafiy provkies. anrtong otiier things, that- 

(a) The institution shall establish and maintain a Fund 
and shall deposit unto tfie Fund- 

(1) FCC received under tills subpart; 

(2) ICC equal to at least one-nintii of tiie FCC de- 
scribed in paragraph (a)(1) of ^is section; 

(3) Payments of principal, interest, late charges and 
cdlection costs on k>ans from tiie Fund; 

(4) Payments to the institution as the result of loan 
cancellations, under section 465(b) of tiie Act; 

(5) Any otiier earnings on assets of the Fund, includ- 
ing tiie iiiterest earnings of the funds listed In paragraphs 
(a)(1) tiirough (4) of tills section netof bank charges incurred 
with regard to Fund assets deposited In interest-bearing 
accounts; and 

(6) Proceeds of shcn-ienm no*interest k>ans made to 
tiie Fund in anticipatk)n of collections or receipt of FCC. 

(b) The institution shall use ttw money in tiie Fund only 

for- 

(1) Making k>ans to students; 

(2) Administrative expenses as provkied for in Sec. 
674.18(b); 



(3) Capitel distributions provided for in section 466 of 
tiie Act; 

(4) Litigation costs (see Sec. 674.47); 

(5) Otiier cdlection costs, agreed to t)y tiie Secretary 
in connection witit tiie collection of prindpal, interest, and late 
charges on a loan made from the Fund (see Sec. 674.47); 
and 

(6) Repayment of any short-tenn. no-Interest k>ans 
made to tiie Fund by tfie institution in antidpation of collec- 
tions or receipt of FCC. 

(c) The institution shall submit an annual report to tfie 
Secretary containing information about loans in default- 

(1) 120 days or more for k>ans repayable In montiily 
Installments; or 

(2) 180 days or more for bans repayable In less 
frequent installments. 

(d) (1) If an institution detemiines not to service or 
cdlect a loan, tiie institution may assign its rights to tiie loan 
to tiie United Stetes witfiout recompense at tiie beginning of 
a repayment period; or 

(2) If a loan Is In default despite due diligence on tiie 
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part of the institution in collecting tiie loan» the Institution may 
assign Its rights to the k>an to the United States without 
recompense. 

(e) To assist institutions in collecting outstanding 
loans» the Secretary provides to an institution the names and 
addresses of borrowers or other infomiation relevant to 
collection which Is available to the Secretary. 

(f) The institution shall provide the loan information 
required by section 463A of the HEA to a borrower. 

(Authority: 20 U.S.C. 1087cc. 1087co-1, 1094) 

(Approved by 0MB under control #1840-0535) 

Sea 674^ Student aUglblllty. 

A student at an institution of higher education Is 
eligible to receive a loan under the Perkins Loan program for 
an award year if the studont- 

(a) Meets the relevant eligibility requirements con- 
tained in 34 CFR 668.7; 

(b) Is enrolled or accepted for enrollment as an under- 
graduate, graduate or professional student at the institution; 

(c) Has financial need as determined in accordance 
with Part F of Trtle IV of the HEA. A member of a religious 
order (an order, community, society, agenr.', or organiza- 
tian) who is pursuing a course of study at an institution of 
higher education is considered to have no financial need if 
that religious order- 

( 1 ) Has as its primary objective the promotion of ideals 
and beliefs regarding a Supreme Being; 

(2) Requires its members to forego monetary or other 
support subsiantiaiiy beyond the support it provides; and 

(3) Directs the member to pursue the course of study 
or provides subsistence support to its members; 

(d) Has received for that award year, if an undergradu- 
ate student- 

( 1 ) A SAR as a result of applying for a grant under the 
Pell Grant Program; or 

(2) A preliminary determination of eligibility or ineligi- 
bility for a Pell Grant by the institution's finandal aid admln- 
Istiator after applying for a SAR with a Petl Grant Processor; 
and 

(e) Is willing to repay tiie loan. Failure to meet payment 
obligations on a previous loan, including a loan discharged in 
bankruptcy, is evidence tiiat the student is unwilling to repay 
tiie loan. 

(Autiiority: 20 U.S.C. 1087dd and 1091) 

Sec. 674.10 Selection of studenU for loans. 

(a)(1) An institution shall make loans under this part 
reasonably available, to tiie extent of available funds, to all 
students eligible under Sec. 674.9 but shall give prk}rity to 
tiiose students with exceptional finandal need 



(2) The institution shaH define exceptional finandal 
need for the purpose of the priority described in paragraph 

(a) (1) of this section and shall devetop procedures for imple- 
menting that priority. 

(b) If an institution's albcation of FCC Is directly or 
indirectiy based on tiie finandal need demonstrated by 
students attending tiie institution as less than full-time stu- 
dents, the institution shall, consistent with tiie requirements 
of paragraph (a) of tiiis section, .award a reasonable propor- 
tion of it alk>catia) to tiiose students. 

(c) The institution shall establish selectk>n procedures 
and tiiese procedures must be- 

(1) In writing; 

(2) Uniformly applied; and 

(3) Maintained in tiie institution's files. 
(Auttiorily:20 U.S.C. 1087ccand 1087dd) 
(Approved by 0MB under control #1840-0535) 
Sec $74.11 [RMtrved] 

Sec 674.12 Loan maximums. 

The cumulative maximum amount of Defense Loans, 
Direct loans and Peri^ins toans an eligible student may 
borrow is- 

(a) $4»500 for a student who has not completed 2 
academic years of study toward a bachelor's degree; 

(b) $9,000 for a student who has completed 2 aca- 
demic years of study toward a bachetor's degree and has 
achieved tiiird-year status but has not received tiie degree; 
and 

(c) $18,000 for study toward ^ professional or gradu- 
ate degree. 

(d) The maximum amounts listed in paragraphs (a), 

(b) and (c) of tills section indude any amount borrowed 
previously under Titie IV-E of the HEA at any institution, 
regardless of any amounts tiiat may have been repaid to the 
Fund at any institution. 

(Autiiority: 20 U.S.C. 1087dd) 

Sea 674.13 Reimbursement to the Fund. 

(a) The Secrolary requires an institution to reimburse 
its Fund In an amount equal to tiiat pcrtion of the outstanding 
balanca of- 

(1 ) A loan disbursed by the instituticn to a bonower in 
excess of tfie amount that tiie borrower was eligible to 
receive, as detennined on tfie basis of infomnation tiie 
institution had, or should have had, at tiie time of disburse- 
ment; or 

(2) Except as provided in paragraph (b) of tfiis section, 
a defaulted loan witii regard to which tiie institution failed- 
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(i) To record or ret&'n the loan rK)te in accordance with 
the requirements of this part; 

(ii) To record advances on the loan note in accordance 
with the requirernents of this part; or 

(iii) To exercise due cfiligence in collecting in accor- 
dance with the requirements of this part. 

(b) The Secretary does not require an institution to 
reimburse i^s Fund for the portion of the outstanding balance 
of a defaulted loan described in paragraph (a)(2) of this 
section- 

(1) That the institution- 

(1) Recovers from the borrower or endorser; or 

(ii) Oemonstrates , to the Secretary's satisfaction, would 
not have been collected from the borrower or endorser even 
if the institution complied in a timely manner with the due 
diligence requirements of Subpart C of this part; or 

(2) On which the institution obtains a judgment 

(c) f An institution that is required to reimburse its Fund 
under paragraph (a) of this section shall also reimburse the 
Fund for the amount of the administrative cost allowance 
claimed by the institution for that portion of the loans to be 
reimburaed. 

(d) An institution that reimburses its Fund under 
paragraph (a) of this section thereby acquires for its own 
account all the right, title and interest of the Fund in the loan 
for which reimbursement has been made. 

(Authority: 20 U.S.C. 1087dd-1087hh) 

Sea 674*14 Overaward* 

*fa)OverawardprQhihrtfid (i)An institution may only 
award or disburse a Direct loan or a Perkins loan to a student 
if that loan, combined with the other resources the student re- 
ceives, does not exceed the student's financial need. 

(2) When awarding and rfcbu^'ng a Direct loan or a 
Perkins loan to a student, the institution shall take into 
account those resources it— 

(i) Can reasonable anticipate at the time it awards loan 
funds to the student; 

(ii) Makes available to its students; or 

(iii) Othen/vise knows about. 

(3) If a student receives resources at any time during 
the award period that were not considered in calculating the 
loan amount, and the total resources including the loan 
exceed the student's need, the overaward is the amount that 
exceeds need. 

*(b) Resources. ( 1 ) Except as [vovided in paragraph 
(b)(2) of this section, the Seaetary considers that "resources" 
include but are not limited to any— (i) Funds a student is 



entitled to receive from a Pell Grant, regardless of whether 
the student applies for the Pell Grant; 

(it) Guaranteed Student Loans; 

(iii) Waiver of tuition and fees; 

(tv) Grants, including SEOGs and ROTC subsistence 
allowances; 

(v) Scholarships, including athletic scholarships and 
ROTC scholarships; 

(vi) Felk)wships or assistantships; 

(vii) Insurance programs for the student's education; 

(viii) Veterer.s benefits; 

(ix) Net earnings from need-based employment; and 

(x) Except as provkied in paragraph (b)(3) of this 
section, long-term loans, including Peridns and Direct Loans 
and need-based ICLs, made by the institution. 

(2) The Secretary does not conskler as a resource— 

(i) Any portion of the resources descnlsed In para- 
graph (b)(1) of this section that are included in the student's 
expected ^ily contnl9Utk>n (EFC): and 

(ii) Earnings from non-need-based employment 

(3) The institutk)n may treat a Supplemental Loan for 
Students (SLS),State-sponsoredorprivateloan, PLUS loan, 
or non-need-i>ased ICL as a substitute for a students EFC. 
However, if the sum of the k)an amounts received exceeds 
the students EFC, the excess is a resource. 

*(c) Treatment of resources in excess of need. An 
institution shall take the foltovtnng steps if it learns that a 
student has received additional resources not included in the 
calculation of Direct or Peridns Loai eligibility that woukl 
result in the students total resources exceeding his or her 
finandal need by more than $200: 

(1) The institution shall decide whether the student 
has increased finandal need that was unanticipated when it 
awarded finandal wd to the student If the student demon- 
strates increased finandal need and tiie total resources do 
notexceedthis increasedneed by more than $200, no further 
action is necessary. 

(2) If no increased need is demonstrated, ^r the 
students total resources still exceed his or her need by more 
than $200, as recalculated pursuant to paragraph (c)(1) of 
this section, theinstitution shall cancel any undisbursed loan 
or grant (other than a Pell Grant). 

(3) If the students total resources still exceed his or 
her need by more than $200 after the institutk)n takes the 
steps required in paragraphs (c) (1 ) and (2) of this section, ihe 
institution shall conskier the amount by which the resources 
exceed the students finandal need by more than $200 as an 
overpayment 

(d) Uabnrtv for and recovery of overoavments. (1) A 
student is liable for any overpayment of loan advances made 



7-6 



t38 



to him or her. 

(2) The institution is also Kabie for an overpayment if 
the overpayment oocurred because the institution liailed lo 
follow the procedures set forth in this part The institution 
shall restore an amount equal to the overpayment and any 
administrative cost allowance claimed on that amount to its 
loan fund even if it cannot collect the overpayment from the 
student 

(3) If an institution makes an overpayment for which it 
is not liable,' it shaU help the Secretaiy recover the overpay- 
ment by making a reasonable effort to contact the student 
and recover the overpayment The Seaetaiy regards a 
written demand to the student for repayment of tfie over- 
awarded funds, with notice that feikire to make that repay- 
ment will render the student ineligible for further Tide IV aid, 
constitute such a reasonable effort 

(Authority: 20 U.S.C. 1087dd, 1087hh) 

*Sec. 674.15 Coordination with BIA Qrantt. 

(a) To detennine the amount of a loan for a student 
who isalso eligible for a Bureau of Indian Affairs (BIA) 
education grant, an instituH'on shall prepare a package of 
student aid- 

(1 ) From resources other than the BIA educationgrant 
the student has received or is exposed to receive; and 

(2) That is consistent in type and amount with pack- 
ages prepared for students in similar drcumstances who are 
not eligible for a BIA education grant 

(b) (1 ) The BIA education grant, whether received by 
the student before or after the preparation of the student axi 
package, supplements that package. 

(2) No adjustment may be made to the student axi 
package as long as the total of the package and the BIA 
education grant is less than the institution's determination of 
that students financial need. 

(c) (1 } If the BIA education grant, when combined with 
other aid in the package, exceeds the student's need, the 
exces s must be deducted and may be deducted only from the 
other assistance, not the BIA ediication grant 

(2) The institution shall deduct the excess in the 
following sequence: loans. woric-studFy awards, and grants 
other than Pell Grants. However, the in stitution may change 
the sequence if requested by a student and the institution 
believes the change benefits the student 

(d) To detennir.o the finandal need of a BIA/eligible 
student, a financial aid administrator is encouraged to con- 
sult with area officials in charge of BIA postsecondary finan- 
cial aid, 

(Authority: 20 U.S.C. 1087dd) 

Sea 674.16 Making and disbursing loans. 

(a)(1) Before an institution makes its first disburse- 
ment to a student, the student shall sign the promissory note 
and the institution shall provide the studer. with the following 
information: 



(1) The name of the institution and the address to which 
communicatfons and payments should be sent 

(5) The princ^ amount of the foan. 

(iii) The stated interest rate on the foan. 

(iv) The yearly and cumulative maximum amounts 
that may be bonowed. 

(V) An explanation of when repayment of the loan will 
begin and when the borrower will be obligated to pay interest 
that accmes on the k)an. 

(vi) The minimum and maximum repayment tenns 
which the Institution ma^ impose and the minimum monthly 
repayment required 

(vu) A statement of the total cum ulative balance owed 
by the student to that institu^n, and an estimate of the 
montii^ payment amount needed to repay that balance. 

(vui) Spectat options the borrowers may have for foan 
consoKdaiion or other refinr^ncing of the foan. 

Ctx) The borrower's right to prepay all or part of the 
foan, at any time, without penalty, arid a summary of the 
circumstances in which repayment of the loan or interestthat 
accrues on the foan may be defened or canceled foducfing 
a brief notice of the Department of Defense program for 
rapayment of loans on the basis of specified military servfoe. 

(x) A definition of default and the consequences to the 
boHDwer inckidng a statement that the default may be 
reported to a credt bureau or cracfit reporting agency. 

(xi) The effect of accepting the foan on the eligibility of 
the borrower for other fomis of student assistance. 

(xii) The amount of any charges collected by the 
institution at or prior to the disbursement of the loan and any 
deduction of such charges from the proceeds of the loan or 
paki separately by the borrower. 

{m) Any cost that may be assessed on the bomswer 
in the collectibn of the loan induding late charges and 
cdfoction and litigation costs. 

(2) The institution shall provide the infonnation in 
paragraph (a)(1) of this section to the borrower in writing- 

(1) As part of the written application material; 
(ti) As part of the promissory note; or 

(iii) On a separate written form. 

(b)(1) Except as provided in paragraphs (c) and (f) of 
this section, an Institution shall advance in each payment 
period a portion of a loan awarded for a fuh academic year. 

(2) The institution shall determine the amount ad- 
vanced each payment period by the following fraction: 

Loan amount 



N 



Where Loan Amount ~ the total loan awarded for an aca- 
demic year and N =r the number of payment periods that the 
Institution expects the student will attend in that year. 

(3) An institution may advance funds, within each 
payment period, at such time and in such amounts as it 
'determines best meets the students needs. 

(c) )f a student incurs uneven costs or resources 
dunng an academic year and needs additional funds in a 
pijticular payment period, the institution may advance loan 
funds to the student for those uneven costs. 

(d) The institution may advance the loan proceeds to 
the borrower directly by check or by crediting his or her 
account with the institution. The institution shall notify the 
student of the amount he or she can expect to receive, and 
how and when that amount will be paid In either case, the 
borrower must sign for each advance of funds on the prom* 
issory note. 

(e) (1) An institution may not advance a loan to a 
student fbra payment period until the student is enrdied for 
that period. 

(2) Subject to the reiiuirements of paragraph (0 of this 
section- 

(0 An institution may advance loan proceeds directly 
to an enrolled student no mora than 10 days before the first 
day of classes of a payment period; and 

(ii) An institution may advance loan proceeds by 
crediting an enrdied students account no more than 3 weeks 
before the first day of classes of a payment period. 

(f) (1) The institution shall return to the Fund any 
amount advanced to a student who, before the first day of 
classes- 

(1) Offrciaily or unofficially withdraws; or 
(ii) Is expelled. 

(2) A student who does not begin dass attendance is 
deemed to have witiidrawn. 

(g) Only one advance is necessary if the total amount 
thelnstitution awards a student for an academic year under 
the Perkins Loan program is less than $501. 

(h) An institutional official may not, without prior ap- 
proval from the Secretary, obtain a student's power of 
attorney to endorse any check used to dsburse loan funds. 

{Authority: 20 U.S.C. 1987cc, 1087cc-1, 1087dd, 1091 and 
1094) 

(Approved by OMB under control #1840-0535) 

Sac 674p17 Federal Interest In allocated funds-transfer 
ofl-und. 

*(a) Funds received by an institution underthe Peridns 
Loan program, including repayments on loans, are held in 
trust for the intended student beneficiaries and the Secre- 
tary. Funds may not be used or hypothecated (i.e., serve as 



collateral) for any other purpose. 

(b)(1) If an institution responsible for a Peridns Loan 
fund cbses or no kxiger wants to participate in the program, 
theSecretsuy <tocts the institution to take one or more of the 
following steps to protect the outstanding loans and the 
Federal interest in that Fund: 

(1) A capital distribution of the Ik^uki assets of the Fund 
according to section 466(c) of the Act 

(n) The transfer of the outstanding loans to another 
institution. 

(iii) The transfer of the outstanduig loans to the De* 
partment of Education. 

(2) An institution that transfers outstanding foans 
under tfiis paragraph relinquishes its interest in those foans. 

(3) If the Secretary directs the transfer of outstanding 
foans to a second institution, the transferee institution may 
deposit the collections on those foans in its own Fund The 
Secretaiy conskfors tfuit portion of the collections on trans- 
ferred foans corresponding to tfie transferor institution's ICC 
to become part of the transferee institution's ICC. 

(4) if the Secretary deckfes to transfer outstanding 
foans to another institution, and more tfian one institution 
offers to coKect the outstanding foans, the Secretary cHrects 
tfiat the foans be transferred to one or more of tfie competing 
institutions cn the basis of- 

(1) The offering institution's demonstrated loan collec* 
tion capalxlity; and 

(ii) The number of students of the transferor institution 
expected to enroll in the offering institution. 

(5) The Secretaiy does not take an audit exception 
against a transferee institution on account of actions or 
omissfons of the transferor institution in the administration of 
its Fund. The transferee institution shall segregate tfie trans- 
ferred Fund account until an audit satisfactory to tfie Secre- 
tary is perfomned on tfie operation of tfie transferor institu- 
tion's program. 

(Autfiority: 20 U.S.C. 1087cc, 1087ff), and (1087hh) 
Sea 674.18 Use of funds. 

(a) General. An institution shall deposit the funds it 
receives under tiie Periuns Loan program into its Fund. It 
may use these funds only for making loans and the otfier 
activities specified in Sec. 674.8(b). 

(b) Administrative cost allowance. (1) An institution 
participating in the Periuns Loan program for an award year 
is entitied to an administrative cost allowance if it advances 
funds to students in tfiat year under tfie Periuns Loan 
program. 

(2) For any award year, tfie amount of tfie allowance 
equals- 

(i) Five (5) percent of the first $2,750,000 of the 
institution's expenditures in tfiat award year under tiie GWS, 
SECX5 and Peridns Loan programs; plus 
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(ii) Four (4) percent of tt$ expenditures which are 
greater than $2,750,000 but less than $5,500,000; plus 

(ill) T?iree (3) percent of its expenditures which are in 
excess of $5,500,000. 

(3) However, the institution shall not include, when 
calculating the allowance in paragraph (b)(2) of this section, 
the institution's CWS expenditures under the community 
serwce teaming program (34 CFR 675.28), ar.d tiie amount 
of NDSLs and Perkins loans tiiat it assigns to the Secretary 
under section 463(a)(6) of the HEA. 

(4) An institution shall use its administrative cost 
allowance to offset its costof administenng tiie CWS. SEOG 
and Perkins Loan programs. Administrative costs also in- 
clude the e)q)enses incurred for carrying out tiie student 
consumer information sen/ices requirements of Subpart D of 
tiie Student Assistant Genera! Provisk)ns regulations. 34 
CFR Part 668. 

(5) An institution shall charge any administrativecosts 
against its Fund during the same award year in which tiie 
expenditures for tiiese costs were made. 

(Autiiority: 20 U.S.C. 1087cc, 1087dd, and 1096) 

Sec 674.19 Rscal procedures and records. 

(a) Rscal procedures. (1) In administering hs Perkins 
Loan program, an institution shall establish and maintain an 
internal control system of checks and balances that ensures 
tfiat no office can botf) autfiorize payments and disburse 
funds to students. 

(2)0) A separate bankaccount lor Federal funds is not 
required, except as provided in paragraph (b) of this section. 

(ii) An institution shall notify any bank in which it 
deposits Federal funds of ttie accounts into whfch ttiose 
funds are deposited by- 

(A) Ensuring tiiat tiie name of tiie account deariy 
discloses tiie fact tiiat Federal funds are deposited In tiie 
account; or 

(B) Notifying tfie bank, in writing, of tiie names of tiie 
accounts in which it deposits Federal funds. The institution 
shall retain a copy of this notice in its fites. 

(8)(i) TTie institution shall ensure tiiat tiie cash bal- 
ances of tiie accounts into whk^ it deposits Perkins Loan 
Fund cash assets do not fall below tiie amount of Fu nd cash 
assets deposited in tix>se accounts but notyet expended on 
autiiorized purposes in accordance with applicabie Titie IV 
HEA program requirements, as detennined from tiie records 
of tiie institution. 

(P) If tiie cash balances of the accounts at any time fall 
below tfie amount (Ascribed *n paragraph (a)(3)(i) of tfiis 
section, tiie instidJtibn is deemi d to make any subsequent 
deposits into the accounts of funds derived from otiier 
sources witii tiie intent to restore to tiiat amount tiiose Fund 
assets previously witfidrawn from tiiose accounts. To tiie 
extent tiiat tiiese institutional deposits restore tiie amount 
previously witiidrawn. tiiey are deemed to be Fund assets. 



(b) Account for Perkins Loan Fund. (1) An institution 
must maintain all tfie cash of its Perions Loan Fund in a 
separate bank account tiiat contains no otiier funds if tiie 
Secretary determines tiiat tfie institution's accounting sys- 
tem and Internal controls do not- 

(1) Meet tiie requirements of paragraph (o) or (d) of tiiis 
section; 

(0) Identify tiie cash balance of tfie Perkins Loan Fund 
as readily as if tiie Fund were maintained m a separate bank 
account; or 

(lii) Adequately kientify tiie earnings of tfie Fund 

(2) The Secretary makes that detemiination on tfie 
basis of an audit examination or as a result of a program 

. review. 

(3) The separate bank account must be identified as 
tiie institution's Federal Fund account and must contain all 
tiie cash of tiie institution's Perkins Loan Fund That cash 
indudes Federal capital contn'butions, institutional capita} 
contributions, repayments made by borrowers, toan cancel- 
lation payments, and any earnings of tiie Fund including 
interest 

(4) An institution shall ensure tfiat all tfie cash in its 
Perkins Loan Fundis- 

(1) Deposited in interest-bearing bank accounts tfiat 

are- 

(A) Insured by an agency of tfie Federal Government; 

or 

(6) Secured by collateral of reasonably equivalent 
value; or 

(Ii) Invested in k3W-risk income-producing securities, 
such as obligations issued or guaranteed by tiie United 
States. 

(5) An institution shall exercise tiie level of care 
required of a fidudary witii regard to tiiese deposits and 
investments. 

(c) Deposit of ICC into Fund. An institution shall 
deposit its ICC into its Fund prior to or at tiie same time it 
deposits any FCC. 

(d) Records and reporting. (1) An institution shall 
establish and maintain on a current basis finandal records 
tiiat reflect all program transactions. T?ie institution shall 
establish and maintain general ledger control accounts and 
related subskiiary accounts tiiat klentify each program trans- 
action and separate tiiose transactions from all otfier institu- 
tional finandal activity. 

(2) T?ie institution shall also establish and maintain 
program and fiscal records tiiat- 

(0 Are recondled at least montiily; 

(ii) Identify each student's account and status; 

(ill) Show tiie eligibility of each student aided under tfie 
program; and 
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(tv) Stx>w how the nied was met for each student. 

(3) Each year an institution shall submit a Fisca{ 
Operations Report plus other information the Secretary 
requires. The institution shaX insure that the information 
reported is accurate and shall ;kjbm it it on the fon^ 

H'me specified by the Secretary. 

(4) The institution shall maintain on file all loan appli- 
cations for those students it reports on the Rscal Operations 
Report and AppScation to Participate in the PerWns Ljoan, 
SEOG, and CWS programs (FISAP). 

(5) The institution shal maintain all records support- 
ing its application for funds under this part 

(e) Retention of records*<1 } Records. Each institution 
shal keep iritact and aocess3>le records pertairung to the 
appfication for and rece'^tand expenditure of Federal funds. 
inchKing al accounting records and original and supporting 
documents necessary to document how the funds are spent 

(2) Loan records, (i) An institution shal maintain a 
repayment history for each borrower. This reinayment history 
must show the date and amount of each repayment over the 
fifo of the loan. It must also indicate the amount of each 
repayment credled to prin<^. interest, late charges and 
collection costs. 

(u) This history must dso show the de!e. nature, and 
result of each contact with the borrower or endorser m the 
collection of an overdue loan. The institutfon shal include in 
the repaymenthistorycopiesofalcorrespond^^ncetoor from 
the borrower and endorser, except bills, routine overdue 
notices, and routine form tellers. 

•(3) Perfod of retentfon. (i) Except for loan records and 
records of expenditures questioned in audits or Departmen- 
tal program reviews, an institution shall keep records for an 
award year for five years after it submits its FISAP. 

(ii) An institution shall retain repayment records, in- 
cluding cancellation and deferment requests, forat least live 
years from tt>e date on which a foan is assigned to tfie 
Department of Education, canceled or repaid. 

(m) An institution shall keep records on any daim or 
expenditure questioned by Federal audit or Department 
program review until resolution of any audit questions raised 
wttii regard to that transaction. 

(4) Manner of retention of records, (i) An institution 
shall keep the original promissory notes and repayment 
schedules in a focked, fireproof container untiV 

(A) The loans are satisfied; or 

(B) The original documents are needed in order to 
enforce the loan obligation. 

(ii) The institution shall retain certified true copies of 
documents released for enforcement of the loan. 

(ill) After the loan obligation is satisfied, tfie institution 
shall retum the original notes marked "paid in full" to tfie 
t>orrower. 



(iv) An institution shall maintain separately its records 
pertaining to cancellations of Defense. Direct, and Perkins 
Loans. 

*(v) An institution may keep tfie records required in 
tfits section on microforms or it may keep its records in 
computer fonnat If an institution keeps its records in com- 
puter fbnnat it shal maintain, ki eitfier hard copy or micro- 
forms, tfie source documents supporting tf)e computer input 

(vi) On!/ auttwrized personnel may have access to 
tfie foan documents. 

(Autfiority: 20 U.S.C. 1087cc. 1087hh. 1094, and 12320 

(Approved by 0MB under control «1840-0535) 

Sea 674^ Complfanoe with equal credit opportunity 
requirements. 

(a) In making a foan. an institution shall comply witfi 
tfte equal credit opportunity requirements of Regulation B ( 1 2 
CFR Part 202). 

(b) The Secretary consklers tfie Perkins Loan pro- 
gram to be a credit assistance program autfwrized by Fed- 
eral law for tfie benefit of an economfoaly disadvanteged 
dass of persons v^tfiin tfie meaning of 1 2 CFR 202.8(a)( 1 ). 
Therefore, tfte institution may request a loan applicant to 
disdose his or her marital status^ income from alimony. chiM 
support and spouse's income and signature. 

(Autfiority: 20 U.S.C. 1087aa-1087hh) 

(Approved by 0MB under control «1 840-0535) 

Subpart B*Terms of Loans 

Sec; 674^1 Promissory note. 

(a) Promissory note. (1) An institution may use only a 
promissory note which tfie Secretary has approved. 

(2) The Secretary has approved tfie promissory notes 
set fortfi in tfie Appendices to tills part The institution shall 
not change tfie substance of tfie notes set fonh in tfie 
Appendices witfwut tfie Secretary's approval. 

(d)(i) The institution shall print tfie note on one page, 
front and back; or 

(ii) The institution may print tfie note on more tfian one 
page if- 

(A) The note requires tfie signature of tfie borrower 
and/or any endorser on each page; or 

(B) Each page of the note contains both tfie total 
number of pages in tfie complete note as well as tfie number 
of each page, e.g., page 1 of 4, page 2 of 4, ete. 

(b) Provisions of tfie promissory note-( 1 ) Interest The 
promissory note must state that- 

(i) The rate of interest on tfie loan is 5 percent per 
annum on tfve unpaid balance; and 

(ii) No interest shall accme before tfie repayment 
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penod begins, during certain deferment periods as provided 
by this subpart, or during the grace period following those 
deferments. 

(2) RepSQ^ment (i) Except as otheiwise provided in 
Sec. 674.32, the promissory note must state that the repay- 
ment period- 

(A) FbrDirectLoansmadeonoraftBrOctober1J980, 
begins 6 nrionths after the bomower ceases to be at least a 
half-time regular student at an inst'tiition of higher education 
or a comparable institution outside the U.S. approved I6r tills 
purpose by tiie Secretary, and normally ends 10 years later; 

(B) For Periuns Loans and Direct Loans made before 
October 1 , 1980» begins 9 niontfis after tiie borrower ceases 
to be at least a half-time student at an Institution of higher 
education or a comparable institution outside the U.S. ap- 
proved for tills purpose by tiie Secretary, and nomially ends 
10 years ton 

(C) May begin earlier at the bonxswer's reqMest; and 

(0) May vary because of minimum montiily repay- 
ments (see Sec. 674.33(b)), extensions of repayment (see 
Sec. 674.33(c)), or deferments (see Sees. 674.34, 674.35 
and 674.36); ar)d 

(ii) The promissory note must state tiiat tiie borrower 
shall repay tfie toan- 

(A) In equal quarteriy , bimonttily, or monthly amounts, 
as the institution chooses; or 

(B) In graduated installments If tiie borrower requests 
a graduated repayment schedule, tiie institution submits ttie 
schedule to tiie Secretary for approval, and tiie Secretary 
approves it 

(3) Cancellation. The promisso^ note must state that 
tiio unpaid prindpa), interest, late charges and collection 
costs on tiie loan are cancelled upon tiie death or permanent 
disabili^ of tiie borrower. 

(4) Prepsy ment The promisso^ note must state ttiat- 
(i) The borrower prepay all or part of tiie loan at any time 
witiiout penal^; 

(ii) The institution shall use amounts repaid during tiie 
academic year in which the loan was made to reduce tiie 
original loan amount and not consider tiiese amounts to be 
prepayments; 

(Hi) If tiie bon'ower repays amounts during tiie aca- 
dernic year in which tiie loan was made and tiie initial grace 
period ended, only tiiose amounts In excess of tiie amount 
due for any repayment period shall be treated as prepay- 
ments; and 

(iv) If. in an academic year otiier tiian tiiat described 
in paragraph (b)(4)(iii) of tills sectkin, a bonower repays 
more than tiie amount due for any rep^ment period, tiie 
institution shail use tiie excess to prepay the prindpal unless 
tiie borrower designates it as an advance p^ment of tiie 
next regular installment 

(5) Late charge, (i) An institution shall state in the 
promissory note that tiie institution will assess a late charge 



If tiie borrower does not- 

(A) Repay all or part of a scheduled repayment when 
due; or 

(B) Re a timely request for cancellation or defenment 
witi) the institution. This request must include sufficient 
evidence to enable tiie institution to detennine whetiier tiie 
borrower is entitfed to a cancellation or deferment 

(ii) (A) The amount of the late charge on a Perkins 
Loan or a C^rect Loan made to cover tiie cost of attendance 
for a period of enrollment that began on or alter January 1 , 
1 986 m ust be detemilned in accordance witfi Sec. 674.43(b) 
(2), (3) and (4). 

(B) The amount of tiie late or penalty charge on a 
Dtrectloan made for periods of enroUmentthat began before 
January 1, 1986 maybe- 

(1) For each overdue payment on a loan payable in 
montiily installments, a maximum montiily charge of $1 for 
tiie first montii and $2 for each additional montii. 

(2) For each overdue payment on a loan payable in 
bimontiily installments, a maximum bimontf^ charge of $3. 

(3) For each overdue payment on a loan payable In 
quarterly installments, a maximum charge per quarter of$6. 
(See Appendix E of tills part) 

(iii) The institution may- 

(A) Add tiie late charge to tiie principal tiie day after 
tiie scheduled repayment was due; or 

(B) Include it witii tiie next scheduled repayment after 
tiie borrower receives notice of tiie late charge. 

(6) Security and endorsement The promissory note 
must stete tiiat the loan shall be made witiiout security and 
endorsement unless- 

(i) The borrower is a minor; and 

(ii) Under applicable Stete law, a note signed by a 
minor would not aeate a binding obligation. 

(7) Assignment The promissory note must stete that 
a note may only be assigned to- 

(i) The United States or an institution approved by tiie 
Seaetary; or 

(ii) An institution to which tiie borrower has transferred 
if tiiat Institution is participating in tiie Peridns Loan program. 

(8) Acceleration. The promissory note must stete tfiat 
an institution may demand immediate repayment of tiie 
entire loan, including any late charges, collection costs and 
accrued interest if tiie borrower does not- 

(i) Make a scheduled repayment on time; or 

(ii) RIe cancellation or deferment f6rm(s) witii tiie 
institution on time. 

(9) Cost of collection. The promisso^ note must state 
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that the borrower shall pay all attorney's fees and other loan 
collection costs and charges. 

(10) Disclosure of infomiation. The promissory note 
must state that rf the borrower defaults on the loan and the 
loan Is referred or assigned to the Secretary, the Secretary 
may disclose to a credit bureau organization- 

(i) That the borrower has defaulted on the lean; and 

(11) Any other relevant infomiation. 
(Authority: 20 U.S.C. 1087dd) 

(Approved by 0M8 under control #184CM)535) 

Sec 674.32 Special terms: loans to less tfisn half-time 
studsnt borrowers. 

(a) The promissory note used with regard to loans to 
borrowers enrolled on a less than half-time basis must state 
that the repayment period begins- 

(1) On the date of the next scheduled installment 
payment on any outstanding k>an to the borrower; or 

(2) If the bont>wer h?s no outstandr^ loan, at the 
eariier of- 

(1) Nine months from the date the loan was made, or 
(Ti) The end of a none-month period that irdudes the 

date the loan was made and began on the data the borrower 
ceased enrollment as at least a regular half-time student at 
an institution of higher education or comparable institution 
outside the U.S. af^roved for this purpose by the Secretary. 

(b) The notemustotherwisecanfonn to the provisions 
of Sec. 674.31. 

(Authority: U.S.C. 1087dd) 

Sec €74.33 Repayment 

(a) Repayment Plan. (1)The institution shall establish 
a repayment plan before the student ceases to be at least a 
half-time student 

(2) !fthelastschedu!edpaym9ntwouIdbe$15orless 
the institution may combine it with the next-to-last repay- 
ment. 

(3) The institution shall apply any payment on a loan 
in the following order: 

(i) Collection costs. 

(ii) Late charges. 

(iii) Accured interest. 

(iv) Principal. 

(b) Minimum repayment ratss-{1) Rounding monthly 
repayment amounts. If the monthly repayment for all loans 
made to a borrower by an institution is notamultipleof $5, tiie 
institution may round that payment to the next highest dollar 
amount that is a multiple of $5. 



(2) Minimum monthly repayment of Defense loans 
from one institution. An Institution may require a borrower of 
a Defense loan to pay a $1 5 minimum monthly repayment if- 

(i) The monthly repayment of principal and interest for 
a 10-year repayment period is less tiian$15 8month; and 

(ii) The promissory note Indudes a $15 minimum 
mcntiily repayment provision. 

(3) Minimum monthly repayment of Defense loans 
from more than one institution. If a borrower has received 
Defense loans from more tiian one institution and- 

(i) Only one institution exerdses $15 option when the 
monthly repc^ment would otherwise be less tiian $15, that 
institution receives tiie difference between $15 and tiie 
repayment owed to the other institution; or 

(it) Eachinstitutionexerd$e8the$15minimumoption 
tiie $1 5 montiily payment must be divided among tiie institu- 
tions 'm proportion to tiie amount of prindpal advanced by 
each institution. 

(4) Minimum montiily repayment of Direct loans and 
Perkins loans from one Institution. The institution may re- 
quire a borrower to pay a $30 monthly repayment on Direct 
loans or Perkins k^ans if- 

(i) ThemontiiV repayment of prindpal and interest for 
a 10-year repayment period is less tiian $30 a month; and 

(ti) The promissory note indudes a $30 minimum 
montiily repayment provisbn. 

(5) Minimum montiily repayment of Direct k>ans and 
Peridns loans from more than one institution. If a borrower 
has recent Direct loans or Peridns loans from more tiian 
one institutk)n and- 

(i) Only one institution exerdses tiie $30 option when 
tiie monthly repaymentwoukiotfierwise be less tiian $30tiiat 
institution receives tiie difference between $30 and tfic 
repayment owed to tiie other institution; or 

(ii) Each institution exerdse's tiie $30 minimum op- 
tion, tiie $30 monthly payment must be divkSed among the 
institutions in proportion to the amount of prindpal advanced 
by each institution. 

(6) Minvnum montiily repayment of bo tfi Defense and 
Direct or Peridns bans from one or more institutions. If a 
borrower has received both a Defense loan and a Direct or 
Peridns k>an, tiie following rules apply: 

(i) If the total of tiie montiily repayments for a Defense, 
Direct and a Peridns loan is at least ^0. no institution may 
exerdse a minimum repayment option, even if tiie Defense 
ban repaymentis less tiian $15 or the Direct or Peridns ban 
repayment is fess than $30. 

(ii) If tiie total of the monthly repayments wouki other* 
wise be less than $30 for the Debnse, Direct, and Peridns 
bans, an institution may exerdse tne minimum repayment 
options applicable to tiie respective loans. The maximum 
total monthly repayment, however, may not exceed $30 a 
month. 
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(iii) If the total monthly repayment is less than $30 and 
the monthly repayment on a Defense loan Is less than $15 a 
montli, the amount attributed to the Defense loan may not 
exceed $15 a month. However, $15 may be attributed to the 
Defense loan only If the Institution exercises the minimum 
option on the Defense loan. 

(7) Minimum montiily repayment of loans from one 
institution with different interest rates. (I) If a borrower has 
received loans with different interest rates from the same 
institution, and the total montiily repayment Is at least $30 for 
the loans, the institution may not exercise tiie minimum 
monthly payment on any loan. 

(ii) If tfie borrower has received loans with different 
interest rates at the same institution and the total monthly 
repayment would othen^se be less than $30, the institution 
may ©xerdse the $30 minimum payment option, providing it 
Is in one of the promissory notes, and the Institution divides 
the repayment between the accounts in proportion to tiie 
amount of prindpal advartced under each loan. 

(8) Differing grace periods and defemients. If the 
bonx)wer has received loan s witii different grace periods and 
deferments, the Institution shall treat each note separately, 
and the borrower shall pay the applicable minimum montiily 
payment for a loan tiiat is not In tiie grace or deferment 
period. 

(9) Hardship. The institution may reduce tfie bor- 
rower's scheduled repayments for a period of not more tiian 
one year if- 

(1) It determines that tiie borrower is unable to make 
tiie scheduled repayments due to hardship (see Sec 
674.33(c)): and 

(ii) The bon'owcr's scheduled repayment is the $30 
minimum monthly repayment described in paragraph (b) of 
tills section. 

(10) The institution shall determine ttie minimum 
repayment amount under pa^graph (b)(6) of ttiis section for 
leans witii repayment installment intervals greater than one 
montii by multiplying tiie amounts in paragraph (b)(6) by the 
number of months in the installment interval. 

(c) Extension of repayment periocKI) Hardship. The 
institution may extend a bonder's repayment period due to 
hardship. 

(2) Low-income individual. (1) For Direct and Pericins 
loans made on or after October 1, 1980. The institution may 
extend tiie borrower's repayment period up lo 10 additional 
years beyond the 10-year maximum repayment period If the 
institution detemiines tfiat the borrower will be a low-income 
individual during tiie course of tiie repayment period. The 
term 'low-income individuaT* means an Individual whose 
family's taxable income for tiie preceding calendar year dd 
not exceed 150 percent of the poverty level established by 
the Bureau of ttie Census for ttiat year. The individual's famiV 
includes the bomswer and any spouse or legal dependents. 

(11) The institution may adjustthe repayment schedule 
to reflect tiie Income of that individual. 

(ill*) The Institution shall review the borrower's status 
annually. If tfie bon^ower is no longer a low-income individual. 



tiie institution shall appropriately acjust the repayment pe- 
riod. 

(3) Interest continues to accrue durirv:g any extension 
of a repayment period. 

(Auttiority: 20 U.S.C. 425 and 1087dd, Sec. 137(d) of Pub. L 
92-318) 

Sec 974.34 Deferment of repayment*Parklns loans. 

(a) The borrower may defer repayment on a Peridns 
Loan during the periods described in tiiis section. 

(b) (1) The borrower need not repay principal, and 
interest does not accrue, during a period after tiie com- 
mencement or resumption of the repayment period on a loan, 
when tiie borrower is at least a half-time student at- 

(1) An institution of higher education; or 

(Fi) Acomparable institution outside tiie U.S. approved 
by the Seaetary for this purpose. 

(2) The institution of higher education does not need 
to be partidpating in the Pertains Loan program for the 
borrower to qualify for a defennent 

(3) If a borrower is attending as at least a half-time 
regular student for a full academic year and intends to enroll 
as at least a half-time regular student in tiie next academic 
year, the borrower is entitied to deferment for 12 montiis. 

(4) If an institution no longer qualifies as an institution 
of higher education, the bom)wer's deferment ends on the 
date tiie institution ceases to qualify. 

(c) The bomwer need not repay principal, and inter- 
est does not accrue, for any period not to exceed 3 years 
during which tiie bon-ower is- 

(1) A member of tfie U.S. Army. Navy, Air Fcrce. 
Marines, or Coast Guard or an officer in tfie Commissioned 
Corps of tfie U.S. Public Health Service (see Sec. 674.56); 

(2) On full-time active duty as a member of the 
National Oceanic and Atmospheric Administration Corps; 

(3) A Peace Corps volunteer. 

(4) A volunteer under Title l-Part A of the Domestic 
Volunteer Act of 1973 (ACTION programs); 

(5) A full-time volunteer In service which the Secretary 
has determined is comparable to service in tiie Peace Corps 
or under tfie Donrwstic Volunteer Act of 1973. The Secretary 
considers that a bomswer is providing comparable service iif 
he or she satisfies tfie following five criteria: 

(i) The bonx^wer serves in an organiration which is 
exemptfromtaxationundertiieprovisionsofSection501(c)(3) 
of tfie Internal Revenue Code of 1954. 

(ii) The borrower provides service to low-income 
persons and tfieir communities to assist them in eliminating 
poverty and poverty-related human, social, and environ- 
mental conditions. 
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(iii) The borrower's compensation does not exceed 
the compensation received by a full-time volunteer in the 
Peace Corps or In a program administered by the ACTION 
agency. Compensation includes and allowance for stbsls- 
tence, necessary travel expenses, and stipends. 

(Iv) The borrower, as part of his or her duties, does not 
give religious instruction, conduct worship service, engage in 
religious proselytizing, or engage in fundraising to support 
religious activities. 

(v) The borrower has agreed to serve on a full-time 
basis for a term of at least one year. 

(6) Temporarily totally disabled, as established by an 
affidavit of a qualified physician, or unable to secure gainful 
employment because the borrower is providing care, such as 
continuous nursing or other similar services, required by a 
dependent who is so disabled. As used in this paragraph- 

(1) Temporarily totally dsabled", with regard to the 
bon^wer, means the inability by virtue of an injury or Illness 
to attend an eligible Institution or to be gainfully employed 
during a reasonable period of recovery; and 

(11) Temporarily totally disabled*, with regard to a 
disabled spouse or other dependent of a bon'ower, means 
requiring continuous nursing or other services from the 
borrower for a period of at least tluee months because of 
Illness or injury. 

(d)(1) The borrower need not repay principal, and 
interest does not accrue, for a period not to exceed two years 
during which time the borrower Is serving an eligible intem- 
ship. 

(2) An eligible Internship i^ one which- 

(I) Requires the borrower to hold at least a baccalau- 
reate degree before beginning the internship; and 

(il)(A) A State licensing agency requires an individual 
to complete as a prerequisite for certification for professional 
practice or service; or 

(B) Is a part of an Internship or residency program 
leading to a degree or certificate awarded by an Institution of 
higher education, a hospital, or a health care facility that 
offers postgraduate training. 

(3) To qualify for an intemship defemient as provided 
in paragraph (c)(2)(ii)(A) of this section, the bon'ower must 
provide the institution with the following certifications: 

(i) A statement from an official of tiie appropriate State 
licensing agency that successful completion of the intemsnip 
program is a prerequisite for Its certification of tiie individual 
for professional service or practice. 

(ii) A statement from tiie organization witii which tiie 
borrower Is undertaking tiie intemship program certifylng- 

(A) That a baccalaureate degree must be attained in 
order to be admitted Into tiie intemship program; 

(B) That tiie bon'ower has been accepted into its 
intemship program; and 

(C) The anticipated dates on which tiie bon'ower will 
begin and complete tiie program. 



(4) To qualify for an Intemship deferment as provided 
in paragraph (c)(2)(ii)(B) of tills section, tiie bon'ower must 
provide tiie institution witii a statement from an autiiorized 
officiai of tiie intemship program certifying that- 

(I) A b^ailaureate degree must be attained in order 
to be admitted into tiie intemship program; 

(II) The boiTower has been accepted Into its istitution 
program; and 

(iii) The inlamship of residency program In which the 
bon'ower has been accepted leads to a degree or certificate 
awarded by an institution of higher education, a hospital or a 
healtii care facility tiiat offers postgraduate training. 

(e) The bon^wer need not repay principal, and Inter- 
est does not accrue, for a period not In excess of six months- 

(I) Durin^fivhlch tiie borrower is- 

(1) Pregmint. caring for a newbom baby, or caring for 
a child immediately after placement of tiie child tiirough 
adoption; and 

(II) Not attending an eligible institution of higher edu- 
cation or gainfully employed; and 

(2) Thai begins not later tiian six montiis aftera period 
in which tiie bon'ower was at least a half-time student at an 
eligible institu'aon. 

(f) The bon'ower need not repay principal, and Interest 
does not accrue, for a period not In excess of one year during 
which tiie borrower- 

(1) Is a motiier of preschool age children; 

(2) Has just entered or reentered the work force; and 

(3) Is being compensated at a rate which Is not more 
than $1.00 over tiie minimum houriy wage established by 
section 6 of the Fair Labor Standards Act of 1938. 

(g) The institution shall not include the deferment 
periods described in paragraphs (b). (c), (d). (e). and (f) of tills 
section and tiie period described in paragraph (h) of tfiis 
section when detemilning tfie 10-year repayment period. 

(h) The borrower need not repay principal, and Inter- 
est Joes not accrue, until six months after completion of any 
period during which tfie bon'ower Is in deferment under 
paragraphs (b). (c). (d). (e). and (f) of tills section. 

(i) An institution may defer payments of principal and 
interest, but interest shall continue to accrue, if the institution 
determines this is necessary to avoid hardship to tfie bor- 
rower (see Sec. 674.33(c)). 

(Autfio-ity: 20 U.S.C. 1087dd) 

(Approved by 0MB under control #1840-0535) 

Sac 674.35 Deferment of repayment-Direct loans made 
on or aftttf October 1, 1980. 

(a) The borrower may defer repayment on a Direct 
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Loan made on or after October 1. 1980, during the periods 
described in this section. 

(b] (1] The borrower need not repay principal, and 
interest does not accaie. during a periixi aftor the com- 
mencement or resum ption of the repayment period on a loan . 
when the borrower is at least a half-time student at- 

(0 An Institution of higher education; or 

(ii) A comparable institution outside the U.S. approved 
by the secretary for this purpose. 

(2) The institution of higher education does not need 
to be participating in the Peridns Loan program for the 
bonvwer to qualify for a deferment 

(3) If a bonower is attending as at least a half-time 
regular student for a full academic year and Intends to enroll 
as at least a half-time regular student in the next academic 
year, the bon-ower is entitled to deferment for 12 months. 

(4) If an institution no longer qualifies as an institution 
of higher education, the bomower's deferment ends on the 
date the institution ceases to qualify. 

(c) The borrower need no repay principal, and interest 
dcias not accrue, for a period of up to 3 years during which 
time the bonower is- 

(1) A member of the U.S. Army. Navy. Air Force. 
Marines, or Coast Guard or an officer in the Commissioned 
Corps of the U.S. Public Health Sen^ice (see Sec. 674.56); 

(2) A Peace Corps volunteer; 

(3) As volunteer under Title !-Part A of the Domestic 
Volunteer Act of 1973 (ACTION programs); 

(4) A full-time*;olunieerin sen^ice which the Secretary 
has determined is comparable to sen/ice in the Peace Corps 
or under the Domestic Volunteer Act of 1973. The SeciBtary 
considers that a borrower is providing comparable service if 
he or she satisfies the following five criteria: 

(i) The bonower senses in an organization which is 
exem pt from taxation under the provision s of Section 501 (c)(3) 
of the (ntemat Revenue Code of 1954. 

(ii) The borrower provides service to low-income 
persons and their communities to assist them in eliminating 
poverty and poverty-related human, social, and environ- 
mental conditions. 

(iii) The borrower's compensation does not exceed 
the compensation received by a full-time volunteer in the 
Peace Corps or in a program administered by the ACTION 
agency. Compensation includes an allowance for subsis- 
tence, necessary travel expenses, and stipends. 

(iv) The bonx)wer. as part of his or her duties, does not 
give religious instruction, conductworship service, engage in 
religious proselytizing, or engage in fundraising to support 
religious activities. 

(V) The borrower has agreed to serve on a full-time 
basis for a term of at least one year. 



(5)(i) Temporaril, totally disabled, as established by 
an affidavit of. a qualified physician, or unable to secure 
gainful employment because the borrower is providing care, 
such as continuous nursing or other similar services, re- 
quired by a spouse who is so disabled. 

(ii) Temporarily totally disabled* with regard to the 
bonower. means the inability by virtue of an injury or illness 
to attend an eligible institution or to be gainfully employed 
during a reasonable period of recovery; and 

(iii) Temporarily totally disabled* with regard to a 
disabled spouse, means requiring;) continuous nursing or 
other services from the bono wer for a period of at least three 
months because of illness or injury. 

(d) (1) The borrower need not repay principal, and 
interest does not accrue, for a period not to exceed two years 
during which time the bonoweris serving an eligible intern- 
ship. 

(2) An eligible internship is an internship- 

(i) That requires the bonower to hold at least a 
bachelor's degree before beginning the internship program; 
and 

(ii) That the State licensing agency requires the bor- 
rower to complete before certifying the individual for profes- 
sional practice or service. 

(3) To qualify for an internship deferment, the bor- 
rower shall provide to the institution the followin:/ certifica- 
tions: 

(i) A statement from an official of the appropriate State 
licensing agency that the internship program meets the 
provisions of paragraph (d)(2) of this section; and 

(ii) A statement from the organization with which the 
bom)wer is undertaking the internship program certifying- 

(A) The acceptance of the bon-ower into its internship 
program; and 

(B) The anticipated dates on which the borrower will 
begin and complete the program. 

(e) An institution may defer payments of principal and 
interest, but interest shall continue to accrue, if the Institution 
determines this is necessary to avoid hardship to the bor- 
rower (see Sec. 674.33)(c)). 

(f) The institution shall not include the deferment 
periods described in paragraphs (b). (c). and (d) of this 
section and the period described in paragraph (g) of this 
section when determining the 10-year repayment period 

(g) No repayment of principal or interest begins until 
six months after completion of any period during which the 
bonower is in deferment under paragraphs (a), (b), and (c) of 
this section. 

(Authority: 20 U.S.C. 1087dd) 

(Approved by 0MB under control #1840-0535) 
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9%c. 674.36 Dtf«rmMt of r#p«ymMM)lr«ot loans m«d« 
btfort October 1, 1980 and DefanM loans. 

(a) A borrower may defer repi^ment- 

(1) On a Direct loan made before October 1, 1980 
during the periods descnbed in paragraphs (b) through (e) of 
this section; and 

(2) On a Defense loan» during the periods descnbed 
in paragraphs (b) through (f) of this section. 

(b) (1 ) A borrower need not repay principal, and Inter- 
est does not accme, during a period after the commence- 
mentorresumption of the repayment period on a loan, when 
the bon^ower is at least a half-time student at- 

(Q An institution of higher education; or 

(ii) A comparable institution outside the U.S. approved 
by the Secretary for this purpose. 

(2) The institution of higher education does not need 
to be participating in the Peridns Loan program for the 
borrower to qualify for a defemient. 

(3) If a borrower is attending as at least a half-time 
regular student for a full academic year and intends to enroll 
as at least half-time regular student in the next academic 
year, the borrower Is entitled to deferment for 12 months. 

(4) If an institution no longer qualifies as an institution 
of higher education, the borrower's deferment ends on the 
date the institution ceases to qualify. 

(c) A borrower need not repay principal, and interest 
does not accrue for a period of up to 3 years during which time 
the borrower is- 

(1) A member of the U.S. Army, fJavy, Air Force, 
Marines or Coast Guard (see Sec. 674.56); 

(2) A Peace Corps volunteer; or 

(3) A volunteer under Title l-Part A of the Domestic 
Volunteer Act of 1973 (ACTION programs). 

(d) The institution shall exclude the deferment periods 
described In paragraphs (b) (1) and (2) of this section when 
determining the lO-year repayment period. 

(e) An institution may pennit the borrower to defer 
paymentsof principal and Interest, but interest shall continue 
to accrue, if the institution detennines this is necessary to 
avoid hardship to the borrower (see Sec. 674.33(c)). 

(f) The institution may permit the borrower to defer 
payment of principal and interest, but interest shall continue 
to accrue, on a Defense loan for a total of 3 years after the 
commencement or resumption of the repayment period on a 
loan, during which he or she is attending an institution of 
higher education as a less-than-half-time regular student 

(Authority: 20 U.S.C. 425, 1087dd) 

Sec« 674.37 Deferment procedures. 

(a)(1 ) To qualify for a defemient on a loan, a borrower 



shall submit to the Institution to which the loan is owed a 
written request for a deferment with documentation required 
by the Institution, by the date that the institution establishes. 

(2) If the borrower fails to meet the requirements of 
paragraph (a) (1) of this section, the Institution nrmy declare 
the loan o be In default, and nuiy accelerate the loan. 

(b) (1) The institution may grant a deferment to a 
borrower after it has declared a loan to be a default 

(2) As a condition for a deferment under this para- 
graph, the Institution- 

(i) Shall require tiie borrower to execute a written 
repayment agreement on the loan; and 

(ii) May require tiie borrower to pay immediately some 
or all of the amounts previously scheduled to be repaid 
before the date on which tiie institution determined tfiat tiie 
bonower had demonstrated that grounds for a deferment 
existed, plus late charges and collection costs. 

(c) If tiie information supplied by tiie borrower demon- 
strates that for some oral! of the period for which a deferment 
is requested, tiie borrower had retained in-schocl status or 
was witiiin tiie initial grace period on the loan, the institution 
Shalt- 

(1 ) Redetermine the date on which tiie borrower was 
required to commence repayment ^ tiie loan; 

(2) Deduct from tiie loan balance any interest accrued 
and late charges added before tiie date on which the repay- 
ment period commenced, as determined In parayraph (c)(1 ) 
of tills section; and 

(3) Treat in accordance witii paragraph (b) of tills 
section, tiie request for deferment for any remaining portion 
of tiie period for which deferment was requested. 

(Autiiority: 20 U.S.C. 425, 1087dd) 

(Approved by 0MB under control #1840-0535) 

Sea 674.38 Postponement of loan repayments In 
anticipation of cancellation. 

(a) An institution shall postpone loan repayments for 
a 12-montii period if tiie borrower- 

(1) Notifies the institution in writing tiiat he or she is 
teaching or engaged in otfier services tiiat qualify for loan 
cancellation under Sec. 674.55, 674.56 or 674.57. 

(2) Submits a statement signed by a responsible 
officia! in tiie military, agency, or school employing tiie 
borrower, specifying tiiat tiie borrower is so employed. The 
statement must describe the borrower's job, list tiie period of 
employment, and state whetiier the job is full- or part-time. 

(b) If a bonower has received Defense, Direct, and 
Peridns loans and is eligible for cancellation benefits on only 
one, the Institution may postpone only repayments on the 
loan for which cancellation is a^ilable. 

(Autiiority: 20 U.S.C. 425 and 1087dd, 1087ee) 
(Approved by OMB utider control #1840^35) 
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Stc 674*39 TrMtmmit of loan r«p«ym*nU whm 
ctnc«ll«tlon, loan rapaymanU, and minimum monthly 
rapaymants apply* 

(a) Ah Instituiion may not exerdse tha minimum 
monthly repfiyment provisfona on a note when the lx>rrower 
has received a partial cancellation for the period covered by 
a postponement 

(b) If a borrower has received Defense. Direct, and 
Peridns loans and only one can be cancelled, the amount due 
on the uncancelled loan Is the amount esUblished In Sec. 
674.31(b) (2), loan repayment terms; Sec. 674.33(b), mini- 
mum repayment rates; or Sec. 674.33(c), extension of repay- 
ment period. 

(Authority: 20 U.S.C. 425 and I087dd, I087ee) 

Subpart C--Due Diligence 

Sea 674.41 Dua dlllt^aiioa-genaral raqulramanU« 

(a) General. Each institution shall exercise due dli- 
genco in cdlectino loans bycomplylngwith the provisions in 
this subpart In exercising this responsibility, each institution 
shall, in ad<£tion to complying with the specify provisions of 
this subpart-- 

(1) Keep tf)e borrower infomied, on a timely basis, of 
all changes in the-program that affect his or her rights or 
responsibilities; and 

(2) Respond promptiy to all inquiries from the bor- 
rower or any endorser. 

(b) Due diligence with regcud to endorser, if a bor- 
rower does not respond satisfactorily to the final demand 
tetter required.in Sec. 674.43(c)(2), an institution shall, in 
addition to pursuing the borrower, punsue recovery of the 
debt from any endorser using the steps described In this 
subpart 

(c) Coordination of information. An institution shall 
ensure that information available In its offices (including the 
admissions, business, alumni, placement, financial aid and 
registrar's offices) is provided to those offices responsible for 
billing and collecting loans, in a timely manner, as needed to 
determine— 

(1) The enrollment status of the borrower; 

(2) The expected graduation or termination date of the 
bonower; 

(3) The date the borrower witiidraws, is expelled or 
ceases enrollment on at least a half-time basis; and 

(4) The cun^nt name, adcA^ss, telephone number 
and Social Security number of the borrower. 

(Authority: 20 U.S.C. 424, 10(J7cc) 

Sec 674.42 ConUct with thii borrower. 

(a) Exit interview. (1) An institution shall conduct an 



exitlnterview with each borrower before he or sha leaves the 
institution. If an indimual Interview is not feasible, the 
institution may conduct a group interview. During the inter- 
view the kistitution shall restate for the borrower the terms 
and outstanding balance of the loan held by the institution, 
and the borrower's du^ to repay the loan in accordance with 
the repayment schedule. The kistitution shall explain to the 
borrower the consequences of defoulting including, at a 
minimum , possible referral to a collection finn, repaning to a 
credit bureau, and litigation. Furlhennore, the institution shall 
explain the borrower's rights and responsibiHties under the 
loan, including the foOowing: 

(1) The borrower'; responsibility to infbnm the Institu- 
tion immediately of any change of name, address, telepihone 
number, or Social Security number. 

(11) The borrowers right to deferment, cancellation or 
postponement of repayment, and the procedures for filing for 
tiiose benefits. 

(ill) Ihe bon'ower's responsibility to contact the insti- 
tution in a timely manner, before the due date of ariy payment 
he or she cannot make. 

(2) An Institution shall disclose the following informa- 
tion during the exit Interview, and shall Include It In the 
promissory note or in another written statement provided to 
the bomower: 

(1) The name and the aidress of the institution to which 
the debt is owed and the name and address of tf)e official or 
servicing agent to whom communications should be sent 

(ii) The name and the address of tiie party to which 
payments should be sent 

(ill) The estimated balance owed by the borrower on 
the loan held by the Institution on tiie date on v^ich tiie 
repayment period Is scheduled to begin. 

(iv) The stated Interest rate on tiie loan. 

(v) The repayment schedule for all loans covered by 
tiie disclosure Including ti>e date ti>e first installment payment 
is due, and the number, amount, and frequency of required 
payments. 

(vi) An explanation of any special options the borrower 
may have for loan consolidation or otfier refinancing of tiie 
loan, and a statement ti^at tiie borrower has tfw right to 
prepay all or part of tiie loan at any time witt)out penalty. 

(vil) A description of tiie charges imposed for failure of 
tiie borrower to pay all or part of an Installment v^en due. 

(viii) A description of any charges tiiat may be im- 
posed as a consequence of default, such as liability for 
expenses reasonably incurred in attempts by the Secretary 
or tiie fistitution to cdlact on tiie loan. 

(ix) The total of Interest charges which tiie bonower 
will pay on tiie loan pursuant to tiie projected repayment 
schedule. 

(3) At tiie time of tiie exit Interview tiie Institution 
shall- 
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(i) HavB the borrower sign the repayment schedule; 

(II) Provide a copy of the signed promissory note and 
the signed repayment schedule to the bonw^; and 

(HO Retain signed copies of both the note and the 
repayment schedule In the institution's files. 

(4) The institution shall contact a borrower promptly 
after it detennines that theborrowareitherhasnotattendeo 
an exit interview that he or she was scheduled to attend or 
has already left the Institution, and shall— 

(i) Provide the borrower, either In person o r by mail the 
infonfnation described in paragraphs (a) (1) and (2) of this 
section; and 

(8) Provide a copy of the note and two copies of the 
repayment schedule to the borrower and request that Uie 
bonower promptly sign and return one of the schedules to 
the institution. 

(b) Contact with the bom>wer during the initial and 
post defemient gmce periods. J1)(i)Jor loans with a nine- 
month initial grace period (loans made before O^ober 1, 
1980, mrit loans made for periods of enrollment beginning 
after Juneao, 1987to borrowers with nooutstandingbalanco 
on any Defense. Direct or Perfdns loan made to the borrower 
prior to July 1 , 1987, the institution shall contact the borrower 
three times within the Initial gmce period. 

(ii) For loans withasix-month Initial or post defennent 
grace period (loans not descn'bed in paragraph (b)(1)(i) of 
this section), the iristitution shall contact the borrower twice 
during the grace period. 

(2Ki) The institution shaK contact the borrower for the 
first tinf)e 90 days after the commencenvent of any grace 
period. *;he institution shall at this time remind the bom>wer 
of his or her responsibility to comply with the tenns of the loan 
and shall send the borrower the following infonnation: 

(A) The total amount remaining outstanding on the 
loan account, including pnndpal and interest accruing over 
the remaining life of the loan. 

(6) The date and amount of the next required pay- 
ment 

(H) The institution shall contact the borrower the sec- 
ond time 150 days after the commencement of any grace 
period. The institution shall at this time noti^ the borrower of 
the date and amount of the first required payment. 

(iii) The institution shall contact a bonower with a nine- 
month Initial grace period a third time 240 days after the 
commencement of the grace period, and shall then Infbm) 
him or her of the date and amount of the first required 
payment 

(Authonly:U.S.C.424. 1087cc. 1087cc-1) 

(Approved by OMB under control #1 840^1 ) 

Sea 674.43 Billing proceduree, 

(a) The temi 'billing procedures,' as used in this 
subpart, includes that tnries of actions routinely perfonned to 
notify borrowers of payments due on their accounts, to 



remind bonowers when payments are overdue, and to 
demand payment o( overdue amounts. An institution shall 
use the following billing procedures: 

(1) If the Institution uses a coupon payment system. It 
shall send the coupons to the bonower at least 30 days 
before the first payment Is due. 

(2) If ^ institution does not u^ a coupon system, it 
shall send to the borrower— 

(i) A written notice giving the name and address of the 
party to which p^ments are to be sent and a statement of 
account at least ;10 days before the first payment is due; and 

(B) A statement of account at least 15 days before the 
due d^ of each subsequent payment 

(b)(1) An institution shall send a first overdue notice 
within 15 days after the due date for a payment if the 
institution has not received— 

(1) A payment: 

(ii) A request for deferment; or 

(ill) A request for postponement or for cancellation. 

(2) Sut^ect to Sec. 674.47(a). the institution shall 
assess a late charge for loans made for periods of enrollment 
beginning on or after January 1. 1986, during the period in 
which the institution takes any steps described in this section 
to secure— 

(i) Any part of an installment payment not made when 
due. or 

(0) A request for deferment, cancellation, or postpone- 
ment of repayment on the loan that contains sufficient 
information to enable th^ institution todetennlnetv^^therthe 
borrower is entitled to the relief requested. 

(3) The institution shall determine the anic.«it of the 
later charge imposed for loans described in paragraph (b)(2) 
of this section based on eitt^er— 

(1) Actual costs incurred foractions requlrec'/under this 
section to secure the required payment or information from 
the bonower; or 

(ii) The average cost incun'ed for similar attempts to 
secure payments or Information from other borrowers. 

(4) The institution may not require a borrower to pay 
late charges imposed under paragraph (b)(3) of this section 
in an amount, for each late payment or request, exceeding 
20 percent of the installment payment most recentfy due. 

(5) The Institution— 

(i) Shalt detennine the amount of the late or penalty 
charge Imposed on loans not described in paragraph (b)(2) 
of this section In accordance with Sec. 674.31(b)(5) (See 
Appendix E); and 

(ii) May assess tills charge onfy during the period 
described In paragraph (b)(2) of this section. 
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(6) The institution shall notify the borrower of the 
amount of the charge it has imposed, and whether the 
institution— 

(i) Has added that amount to the principal amount of 
the toan as of the first day on which the installment was due; 
or 

(ii) Demands payment for that amount in full no later 
than the due date of the next Installment. 

(c) If the borrower does not satistactonly respond to 
the first overdue notice, the institution shall continue to 
contact the borrower as follows, until the bonrower makes 
satisfactory repayment an^ngements or demonstrates enti- 
tlement to deferment, postponement, or cancellation: 

(1) The institution shall senda second overdue notice 
within 30 days after the first overdue notice is sent 

(2) The institution shall send a final demand letter 
within 15 days after the second overdue notice. This letter 
must inform the bonrower that unless the institution receives 
a payment or a request for defemient, postponement, or 
cancellation wi ttiin 30 days of the date of ttie letter, It wll refer 
tfie account for collection or litigation, and will report tiie 
default to a credit bureau. 

(d) Notwittistancfing paragraphs (b) and (c) of ttiis 
section, an institution may send a borrower a final demand 
letter if the Institution has not within 1 5 days after the due dale 
received a p^ment. or a request for deferment, postpone- 
ment, or cancellation, and if— 

( 1 ) The borrower's repayment histo^ has been unsat- 
isfactory, e.g., the bomower has previously failed to make 
payment(s) when due or to request deferment, postpone- 
ment, or cancellation in a timely manner, or has previously 
received a final demand letter; or 

(2) The Institution reasonably condudes that the 
borrower neitiier intends to repay tfie loan nor intends to 
seek deferment, postponement, or cancellation of tfw loan. 

(e) (1) An institutwn tiiat accelerates a toan as pro- 
vided in Sec. 674.31 (i.e., makes the entire outstanding, 
balance of tiie toan, including accrued interest and any 
applicable late charges, payable immediately) shall— 

(1) Provide tiie borrower, at toast 30 days before ttie 
effective date of tiie acceleration, written notice of its inten- 
tion to accetorate; and 

(ii) Provide the bom)wer on or after the effective date 
of acceteration, written notice of the date on which it acceler- 
ated tiie loan and tiie total amount due on tfie loan. 

(2) The institution may provide tfiese notices by in- 
cluding tiiem in other written notices to tiie bon-ower, includ- 
ing tiie final demand letter. 

(0 If tiie bonrower dees not respond to tiie final 
demand tetter witiiin 30 days from tiie date it was sent, tiie 
institution shall attempt to contact the borrower by telephone 
before beginning collection procedures. 

(g)(t) An institution shall ensure tiiat any funds col- 
lected as a result of billing tiie bonrower are— 



(1) Deposited in interest-bearing bank accounts tiiat 

are— 

(A) Insured by an agency of tiie Federal Govemment; 

or 

(B) Secured by collateral of reasonably equivatont 
value; or 

(ii) Invested in low-risk income-produdng securittos, 
such as obligations issued or guaranteed by tiie United 
States. 

(2) An institution shall exerdse tfie tevel of care 
required of a fidudary witii regard to tiiese deposits and 
investments. 

(Auttiority: 20 U.S.C. 424, 1087cc) 
(Approved by OMB under control #1840-0581) 
Sec 674.44 Address searches. 

(a) If mail, otfier tiian unclaimed mail, sent to a 
bonx)wer is returned undelivered, an institution shaR take 
steps to locate the borrower. These steps must indude— 

(1 ) Reviews of records in all appropriate institutional 
offices; 

(2) Reviews of tetephone d^ectories or inquiries of 
infbmiatioR operators in the locate of tiie borrower's last 
known address; and - 

(3) Use of tfie Department of Education's skip-tradng 
service. 

(b) If an institution is unabte to locate a borrower by tiie 
means described in paragraph (a) of tills section, it shall— 

(1) Use its own personnel to attempt to tocate tf>') 
borrower, employing and documenting efforts comparable to 
commonly accepted commerdal skip-tradng practices; or 

(2) Refer tfie account to a firm ttiat provktes commer- 
dal skip-tradng servtoes. 

(c) if tfie institution acquires tiie bonovyer's address or 
tetephone number tfirough tiie efforts described in tfiis sec- 
tion, it shall use tiiat new information to continue Its efforts to 
collect on tiiat borrower's account in accordance vwtfi tiie 
requirements of tiiis subpart 

(d) if tfie institution is unabte to bcate tiie borrower 
after foltowing tfie procedures in paragraphs (a) and (b) of 
tills section, tfie institution shall make reasonabto attempts to 
locate tiie bont)wer at least twice a year until— 

(1) Litigation to coWocX tfie bonower's account is 
baned under tfie appficabte statute of limitations; 

(2) The account Is assigned to tiie United States; or 

(3) The account is written off under Sec. 674.47(g). 
(Autiiority: 20 U.S.C. 424, 1087cc) 
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S«e.674.4S Coliectlon proo^dum. 

(a) The term "colfection procedures,* as used in this 
subpart, includes that series of more intensive efforts, includ- 
ing ntigation as described in Sea 674.46, to recover anK>unts 
owed from defaulted boaowers who do not respond sa&sfac- 
torBy to the demands rou&nely made as part of the institu- 
tion's biHing procedures. If a borrower does not satisfactorily 
respond to the final demandletterorthefollowingtelephone 
contact made in accordance with Sec. 674.43(0, the Insto- 
tion shall-- 

(1) Report the defaulted account to a credit bureau, 
unless specifically prohibited by State law; and 

(2) (i) Use its own person nel to collect the amount due; 

or 

(il) Engage a collection firni to collect the account 

(b) (1} An institution shall select one or more credit 
bureaus for its information referrals with due regard for the 
coverage provided by the burem or bureaus. An institution 
msy select a bureau which serves— 

*(i) The areas from which the mapr portion of Its 
students was drawn; or 

(ii) The areas in which all or a major portion of its 
aJumni/ae now reside. 

(2) An institution shall report, according to the report* 
Ing procedures of the bureau, any changes in account status 
to the bureau to which it reported the defaulted account, and 
shall respond promptly and accurately to any inquiry fifom 
any t jreau regarding the infomiation reported on the loan 
account. 

(c) (1) If the Instituton, or the finn it engages, pursues 
collection activity for up to 12 months and does not succeed 
in converting theaccountto regular repayment status, or the 
bonrower does not qualify for defennen^ postponement, c 
cancellation on the loan, the institution shall either— 

(1) Litigate; or 

(ii) Make a second effort to collect the account as 
follows: 

(A) If ti:e institution first attempted to collect the 
account using its own personnel, it shall, unless specifically 
prohibited by State law, refer th e account to a collection firm. 

(B) If the institution first attempted to collect the 
account by using a collection firni, it shall either attempt to 
collect the account u sing institutional personnel, or place the 
account with a dfferent collection firm. 

(2) If the collection firni retained by the institution does 
not succeed in placing an account into a repayment sta^Js 
described in paragraph (c)(1 ) of this section after 12 months 
of collection activity, the institution shall require the collection 
firni to return the account to the institution. 

(d) If the institution is unable to place the loan in a 
repayment status described in paragraph (c)(1) of this sec- 
tion after following the proceckiresin paragraphs (a), (b), and 
(c) of this section, the institution shall continue to make 



annual attempts to collect from the borrower until recovery in 
Ktigatton to collect the account wcuki be baned under the 
appHcable statute of limitations. 

(e)(1) Subject to Sec. 674.47(d), the institution shall 
assess against tfie borrower all reasonable costs incurred by 
the institution with regard to a foan obligation. 

(2) The institution shall determine tf)e amount of 
collection costs that shall be charged to the borrower for 
actions required under this section, and Sees. 674.44, 
674.46, 674. 48, and 674.49, based on either— 

(i) Actual costs incurred for these actions with regard 
to the individual borrower's foan; or 

(0) Avera^ costs incurred for similar actions taken to 
collect foans in similar stages of delinquency. 

(3) The Fund must be reimbursed for collection costs 
initially charged to the Fund and subsequentiy pad by tiie 
borrower. 

(0(1) An institution shall ensure that any funds col- 
lected from the borrower are— 

(1) Deposited in interest-bearing bank accounts that 

are— 

(A) Insured by an agency of the Federal Govemment; 

or 

(6) Secured by collateral of reasonably equivalent 
value; or 

(ii) Invested in low-risk income-produdng securities, 
such as obligations issued or guaranteed by tiie United 
States. 

(2} An institution shall exercise the level of care 
required of a fickjciary with regard to these deposits and 
investments. 

(Authority: 20 U.S.C. 424, 1087cc, 1091a) 

(Approved by 0MB under control #1840-0581) 

Saa 674*46 Litigation procedures. 

(a)(1) If the collection efforts described in Sec. 674.45 
do not result in the repayment of a loan , the institution shall 
detennine at least annually,«until litigation to collect the 
account is barred under tire applicable statute of limitations, 
whetiier— 

(0 The total amount owing on tiie bonrower's account, 
indudng outstanding principal, accrued interest, collection 
costs and late charges on all of ti>e borrower's Peridns, 
National Direct and National Defense Stu^nt Loans held by 
tiiat institution, is more tfian $200; 

(ii) The borrower can be located and served witfi 
process; 

(iii) (A) The borrower has sufficient assets attachable 
under State law to satisfy a major portion of tlie OLStanding 
debt; or 
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(B) The borrower has income from wages or salaiy 
which may be garnished under applicable State law sirffi- 
cienttosatisf/amajorportionofthedebtovera reasonable 
period of time; 

(rv) The bonower does nothaveadefense that Witt bar 
judgment for the institution; and 

(V) The expected cost of litigation, including attorney's 
fees, does not exceed the amount which can be recovered 
from the borrower. 

(2) The institution shaO sue the borrower if it deter- 
mines that the concfitions in paragraph (a)( 1 ) of this section 
are met 

(3) The ti iSutufcn may sue a borrower in default, even 
if the cojicfitions in paragraph (a)(1) of this section are not 
met 

(b) The institution shall assess against and attempt to 
recover from the borrower— 

(1 ) All litigation costs, inducing attorney's fees, court 
costs and other related costs, to the extent pemiitted under 
applicable law; and 

(2) All prior collection costs incurred and not yet paid 
by the borrower. 

(c) (1) An institution shall ensure that any funds col- 
lected as a result of litigation procedures are — 

(i) Deposited in interest-bearing bank accounts that 

are— 

(A) Insured by an agency of the Federal Govemment; 

or 



(B) Secured by collateral of reasciiably equivalent 
value; or 

(ii) Invested in low-risk income-produdng securities, 
such as obligations issued or guaranteed by the United 
States. 

(2) An institution shall exercise the level of care 
required of a fidudary with regard to these deposits and 
investments. 

(d) If the institution is unable to collect tiie full amount 
owing on the loan after fdlowing the procedures set forth in 
Sec. 674.41 through 674.46, the institution may— 

(1) Submit the account to the Secretary for assign- 
ment in accordance with the procedures in Sec. 674.50; or 

(2) With the Secretary's approval, refer the account to 
the Department for collection. 

(Authority: 10 U.S.C. 424, 1087cc) 

Sea 674.47 Cosu dtargeable to the Fund. 

(a) General: Billing costs. (1) Except as provided in 
paragraph (c) of this section, the institution shall assess 
against the borrower, in accordance with Sec. 674.43(b)(2) 
ti?e costof actions taken with regard to past-due payments on 



the loan. 

(2) If the amount recovered from the borrower does 
not suffice to pay the amount of the past-due payments and 
the late charges, the institution may charge the Fund only 
that portion of the late charges whfch represents the cost of 
telephone calls to the borrower pursuant to Sec. 674.43. 

(b) General: Collection costs. (1) Except as provWed 
in paragraph (d) of this section, the institution shall assess 
against the bonrower, in accordance with Sec. 674.45(e) and 
674.46(b), the costs of actions taken on the loan obligation 
pursuanttoSecs. 674.44, 674.45,674.46, 674.48 and674.49. 

(2) !f the amount recovered from the borrower does 
not suftice to pay the amount on the past-due payments late 
charges, and these collection costs, the institution may 
charge and Fund the unpaid cdlection costs in accordance 
with paragraph (e) of this section. 

(c) Waiver Late charges. The institution may waive 
late chargesassessedagainstaborrower who repays thefuQ 
amount of the past-due payments on a k>an. 

(d; Waiver Cdlection costs. Before filing suit on a 
loan, the institution may waive that percentage of the collec- 
tion costs applicable to theamountthen past due on the toan 
equal to the percentage of that past-due balance that the 
borrower pays within 30 days of the date on which the 
borrower and the institution enter into a written repayment 
agreement on the loan. 

(e) Limitations on costs charged to the ^jnd. The 
institution may charge tc the Fund the fdbwing costs not 
paki by the borrower, induding amounts wai^ uader para- 
graph (d) of this section: 

(1 ) A reasonable amount for the cost of a successful 
address search required in Sec. 674.44(b). 

(2) Costs related to the use of credit bureaus as 
orovkJed in Sec. 674.45(b)(1). 

(3) For first cdlection efforts pursuant to Sec. 
674.45(a)(2), an amount that does not exceed 33 1/3 
percent of the amount of prindpal. interest and late charges 
cdlected. 

(4) For second collection efforts pursuant to Sec. 
674.45(c)(1)(ii), an amount that does not exceed 50 percent 
of the amount of prindpal, interest and late charges col- 
lected. 

(5) For litigation costs, indudng attome/s fees, court 
costs and other related costs, an amount whidi doas not 
exceed— 

(i) Actual costs incurred in taking spedfic actions in 
bankruptcy proceedings required or authonzed under Sea 
674.49; 

(ii) That portion of costs of other actions in bankruptcy 
proceedngs which, together with costs authorized and in- 
curred under paragraph (e)(5)(i) of this section, do not 
exceed one-third of the total amount of the judgment ob- 
tained on the k>an; and 

(01) In all other cases, 50 percent of the amount of the 
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judgment obta'ited against the borrower. 

(6) if a coliection firm performs or contracts for the 
poffbrmance of both collection and Ktigation activities on a 
defaulted loan, an amount for both of the functions that does 
notexceed3d 1/0 percentof theamountofprindpaljnterest 
and fate charger, collected by a first collection effort as 
required in Sec. 674.45(a). or 50 percent for a second 
collection effort as required in Sec. 674.45(c](1]. 

(I) Records. For audit purposes, an institution shall 
support the amoum of collection costs charged to the Fund 
witii appropriate documentation, including telephone biSs 
and receipts from cc^iection fmns. The documentation must 
be maintained in the institution's files as provided in Sec. 
674.19. 

(g) Write-offs. (1) An institution may write off an 
account if— 

(1) (A) It carries out the procedures In Sees. 674.43. 
674.44 and 674.45; anil 

(B) The total arr.ount owing on a bonvwer's loan 
account held by tiiat instinition, including outstanding prind- 
pal. accrued interest, late charges and coDection costs on all 
of tfie borrower's Perldns, DirectandOefenseStudentLoans 
is $200.00 or less; or 

(u){A) The loan is dl>charged in bankruptcy; arxi 

(B) The institution has exhausted the procedures in 
tfiis subpan witfi regard to any endorser. 

(2) An Institution which writes off an account under tills 
paragraph may no longer indude tiie amount of the account 
as an asset of tiie Fund. 

(3) If an institution recaives a payment from a bor- 
rower after the loan has been written off. it shall deposit tiiat 
payment into the Fund 

(Authority: 20 U.S.C. 424. 1087cc) 

Sec. 674.48 Use of contractors to perform billing and 
collection or other program activities. 

(a) The institution is responsible for ensuring compFh 
ance witii tiie billing and collection procedures set forth in tiiis 
subpart The institution may u se employees to perform these 
duties or may contract with otiier parties to perfbmn them. 

(b) An institution thatco.ntracts for performance of any 
duties under tiiis subpart remains responsitie for compli- 
ance witii the requirements of this subpaU in performing 
these duties, including decisions regarding cancellation, 
postponement, or defemient of repayment, extension of the 
lepayment period, other tilling and collection matters, and 
tiie safeguarding of ail funds collected by its employees and 
contractors. 

(c) If an institution uses a billing service to carry out 
billing procedures under Sec. 674.43. the institution shall 
ensure tiiat the service — 

(1) Provides at {east quarterly, a statement to tiie 
institution which shows— 



(0 Its activities witii regard to each borrower; 

(H) Any changes In the bonrower's name, address, 
telephone number, and. if known, any changes to the bor- 
rower's Sodal Seoirity number; and 

(Hi) Amounts collected from tiie borrower; 

(2) Provides at least quarteriy. a stateaicnt to tiip 
institution witii a listing of its charges for skip-tradng activi- 
ties and telephone calls; 

(3) Does not deduct its fees from the an[x>unt is 
receives from bonrowers; 

(4X0 Instructs the boaower to remit payment directiy 
to the institution; 

(a) Instructs tiie borrower to remit payment to a lock- 
t>ox maintained for the institution; or 

(Hi) Deposits those funds received directiy from tiie 
borrower immedalefy upon roceipt in an institutional trust 
accou^it; arxJ 

(5) Maintains a Idelity bond or comparavSle insurance 
in accordance witii the requirements in paragraph (f) of tiiis 
section. 

(d) If the institution uses a collection fmn. tiie institu- 
tion shaS ensure tiiat the firmH1)(i) In^^^cts ^ tx^wer to 
remit payment directly to the institution; 

(a)l ;tructs tiie bonDwer to remit payment to a lock- 
box maintained for tiie institution; or 

(at) Deposits those funds received drectiy from tiie 
borrower promptiy in an institutional trust account, after 
deducting its fees, if autfiorized to do so by tiie institution; 
and 

(2) Provides at least quarteriy, a statement to tiie 
institution whidi shows— 

(0 Its activities witii regard to eadi borrower; 

(ii) Any changes in tiie borrower's name, address, 
telephone number and. if known, any changes to tiie bor- 
rower's Sodal Security number; 

(iii) Amounts collected from tiie borrowen and 

(3) Maintains a fidelity bond or comparable insurance 
in accordance vyitii tiie requirements in paragraph (0 of tiiis 
section. 

(e) If an institution uses a billing service to carry out 
Sec. 674.43 (billing procedures), it may not use a collection 
firm that— 

(I) Owns or controls the t»lling service; 

(2) Is owned or controlled by tiie billing service; or 

(3) Is owned or controlled by tiie same corporation^ 
partnership, assodation. or individual that owns or controls 
tiie billing senoce. 
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(0(1) An institution that employs a third party to 
perfonn bllOng or coitection servicas required under this 
subpart shall ensure that the party has and maintains in effect 
a fidelity bend or comparable Insurance in accordance with 
• the requirements of this par^jraph. 

(2) If the institutton does not authorize the third party 
to dedict Its fees from payments from borrowers, the institu- 
tion shall ensure that the party Is bonded or insured in an 
amount not less than the amount of funds that the institution 
reasonably expects to be repaid over a two-month period on 
accounts it refers to the party. 

(3) In the institution authorizes the third party perform- 
ing coCection services to deduct iu fees from payments from 
borrowers, the bs^'on shall ensure that— 

(i) If theamountof funds that theinstitution reasonably 
expects to be paid over a two^nonth period on accounts it 
refers to the party is fess than $100,000, the party is bonded 
or insured in an amount equal to the lesser of— 

(A) Ten times the amount of funds that the institution 
reasonably expects to be repaid overa two-month period on 
accounts it refers to the par^; or 

(B) The total amount of funds that the party demon- 
strates will be repaid over a two-month period on afl accounts 
of any kind on which it perfomis Mling and collection serv- 
ices; and 

(ii) If the amount of funds that the institution reasona- 
bly erpecfe to be repaid overa two-month period on accounts 
rt refers to the party is more than $100,000, the Institution 
shall ensure that the party has and maintains tn effect a 
fidelity bond or comparable Insurance— 

(A) Naming the institut'on as beneficiary; and 

(B) In an amount not less than the amount of funds 
reasonably expected to be repaid on accounts refen^d by 
the inslitulk)n to the party during a two-month period 

(4) The institution shall review annually the amount of 
repayments expected to be made on accounts it refers to a 
third party for billing or collection services, and shall ensure 
that the amount of the fidelity bond or insurance coverage 
maintained continues to meet the requirements of this para- 
graph. 

(Authority: 20 U.S.C. 424, 1087cc). 
(Approved by 0MB under conlnol #1840-0581) 
Sec. 674.49 Bankruptcy of borrower. 

(a) General. If an institution receives notice that a 
bonower has filed a petition for relief in bankruptcy, usually 
by receiving a notice of meeting creditors. tf)e institution 
and its agents shall immediately suspend any collection 
efforts outside tiie bankruptcy proceeding— 

(1) Against tfie bon-ower; and 

(2) !f the borrov-er has filed for reRef under Chapter 1 2 
or 13 of the BankrupLy Code, against any endorser. 

(b) Proof of claim. The institution shall file a proof of 



daim In tfiebankruptcy proceeding, unless, in tfie case of a 
proceeding under Chaptor 7 of the Bankruptcy Code, tfie 
notice of meeting of creditors states that tiie borrower has no 
assets. 

(c) Borrower's request ferdetennination of dischargea- 
bility. (1) the institution shall f6lk)w the procedures in this 
paragraph if it is properiy served with a complaint k\ a 
proceeding wider Chapter 7, 1 1, or 12 of the Bankniptey 
Code, or under 11 U.S.C. 1328(b), for a detennination of 
dischargeability under 1 1 U.S.C. 523(aK8){B) on the ground 
tiiat repayment of the loan would impose an undue hardship 
on tiie borrower and his or her dependents. 

(2) If more than five yesrs of the repayment period on 
tiie toan, excluding periods of defemient granted to tfie 
borrower, has passed before the borrower ffed tiie petition 
for relief in bankruptcy, the institution may not oppose a 
detennination of dischargeability requested under 1 1 U.S.C. 
523(aK8KB) on the ground of imdue hardship. 

(3) If less tiian five years of the repi^ment perfod on 
tfie foan, excluding periods of deferment granted to tfie 
bonower, has passed before tiie borrower filed tfie petition 
for relief, tfie institution shall determine, on tfie basis of 
reasonably avaSable information, whetfier repayment of tfie 
loan under eitfier tfie current repayment sdiedule or any 
ac|usted schedule autfiorized under Subpart B or 0 of tfws 
part would impose an undue hardship on tfie borrower and 
his or her dependents. 

(4) If tfie institution concludes tfiat repayment wouW 
not impose an undue hardship, tfie institution shall determine 
whetfier tfie costs reasonably expected to be incurred to 
oppose discharge will exceed one-tfiird of tfie total amount 
owed on tfie toan, including prindpal, interest, late charges 
and collection costs. 

(5) If ttie expected costs of opposing discharge of 
such a toan do not exceed one-tfiird of tiie total amountowed 
on the toan, the institution shall— 

(1) Oppose ttie borrower's request for a detennination 
ofdschargeability; and 

(ii) If tfie borrower is in default on tfie toan. seek a 
judgment for tfie amount owed on tiie loan. 

(6) In opposing a request for a detennination of 
dischargeability, ttie institution may compromise a portion of 
tiie amount owed on tfie loan if it reasonably determines tfiat 
tfie compromise is necessary in order to obtein a judgment 
on tfie toan. 

(d) Request for determination of non-dschargeability. 
The institution may file a co.Tiplaint for a determination tfiat a 
toan obligation is not dscharyoable and for judgment on tfie 
toan if tiie institution would have been required under 
paragraph (c) of tfiis section to oppose a request for a 
detennination of dschargeability witii regard to tfiat toan. 

(e) Chapter 13 repayment plan. (1) The institution 
shall follow tfie procedures in tiiis paragraph in response to 
a repayment plan proposed by a bomjwer who has filed for 
relief under Chapter 13 of tiie Bankruptcy Code. 

(2) The institution is not required to respond to a 
proposed repayment plan, if — 
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(i) The borrower proposes under the repayment plan 
to repay all principal, interest, fate charges and collection 
costs on the loan; cr 

(il) The repayment plan makes no provision with 
regard either to thie loan obligation or to general unsecured 
claims. 

(3) (i) If the borrower proposos under the repayment 
plan to repay less than the total amount owed on the loan, the 
institution sha0 determine from its own records and court 
documents— 

(A) The amount of the loan obligation dischargeable 
under the plan by deducting the total payments on the loan 
proposed under the pia^i from the total amount owed; 

(B) Whether the plan or the dasstfication of the loan 
obligation under the proposed plan meets the requirements 
of section 1325 of the Code; and 

(C) Whether grounds exist under 11 U.S.C. 1307 to 
move for conversion or dismissal of the Chapter 13 case. 

(ii) If the institution reasonably expects that costs of 
the appropriate actions will not exceed one-third of the 
dischargeable loan debt, the institution shaS— 

(A) Object to confirmation of a proposed plan that 
does not meet the requirenoents of 11 U.S.C. 1325; and 

(B) Move to disnv'ss or convert a case where grounds 
can be established under 11 U.S.C. 1307. 

(4) {i) The mstitution shall monitor the borrower's 
compliance with the requirements of the plan confirmed by 
the court If the institution determines thatthedebtorhasnot 
made the f>ayments required under the plan, or has filed a 
requestfor a fiardshtp discharge* under 11 U.S.C. 13^(b). 
and the institution holds a loan that enterec^ repayment 
status more than five years, excluding penodsof deferment, 
before the bom)wer filed tfie petition for relief in bankruptcy, 
the institution shall determme from its own records and 
information derived from documents filed with the court— 

(A) Whether grounds exist under 11 U.S.C. 1307 to 
convert or dismiss the case; and 

(B) Whether tfie bonower has demonstrated entitle- 
ment to the "hardship discharge" by meeting tiie require- 
ments of 11 U.S.C. 1328(b). 

(ii) If the institution reasonably expects that costs of 
tiie appropriate actions, when added to tfve costs already 
incurred in taking actions autiiorized under this section, will 
not exceed one-third of the dischargeable toan debt, tfie 
institution shall— 

(A) Move to dismiss or convert a case where grounds 
can be established under 1 1 U.S.C. 1307; or 

(B) Oppose the requested discharge where tfie debtor 
has not demonstrated ti^t the requirements of 11 U.S.C. 
1328(b) are met. 

(f) Resumption of collection from the borrower. The 
institution shall resume bill and oollection action prescn'bed 



in this subpart after— 

(1 ) The bonower's petition for relief in bankruptcy has 
been dismissed; 

(2) The bom)wer has received a discharge under 1 1 
U.S.C.727. 11 U.S.C. 1141. 11 U.S.C. 1228. or 11 U.S.C. 
1328(b). unless- 

(i) The court has found tfiat repayment of the loan 
would impose an undue hardship on tfie bonower and tfie 
dependents of tfie bonowen or 

(ii) (A) The loan entered tfie repayment period more 
tfian five years, exckJdng periods of deferment, before tfie 
filing of tfie petition, and 

(B) The loan is not excepted from discharge under 
otfier applicable provisions of tfie Code; or 

(3) The bonower has received a discharge under 1 1 
U.S.C. 1328(a) after completion of a repayment plan which 
made no provisions witfi regard to eittier— 

(1) The loan obligation; or 

(n) Unsecured claims in general. 

(g) Resumption of collection from tfie endorser. The 
institution shall resume biiiing and collection action against 
an endorser of a borrower who has filed for refief under 
Chapter 1 2 or 13 of tfie Code after tfie borrower's case has 
been completed or dismissed, or the stay applicable to s uch 
action has been Kfted. 

(h) Termination of collection and write-off. (1) An 
institution shall terminate all collection action and write off a 
ban on which there is no endorser if it recelves- 

0) A general order of discharge on a borrower owing 
a student loan obligation which entered the repayment 
period more tfian 5 years, exclusive of periods of deferment, 
from tfie data on which a petition for relief under Chapter 7, 
11 or i2of tfie Bankmptcy Code was filed; 

(ii) A discharge order, otfier tfian an order under 11 
U.S.C. 123d(b), in a case bnxight under Chapter 13 of tfie 
Code; or 

(iii) A judgment tfiat repayment of tfie debt wouki 
constitute an undue hardship, and tfiat tfie debt is tfierefore 
dischargeable. 

(2) If an institution receives a repayment from a 
borrower after a loan has been dscharged, it shall deposit 
tfiat payment In its Fund. 

(3) An institution may write off a loan on which tfiere is 
an endorseronly after it has exhausted tfie procedures in tfiis 
subpart witfi regard to tfie endorser 

(Autfiority: 20 U.S.C. 424, 10d7cc) 

(Approved by 0MB under control #1840-0581) 
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(a) An fn$titution may submit a defaulted loan note to 
the Secretary for assignment to the United States if-- 

(1) The institution has t)een unabto to collect on the 
loan despite complying with thedligenoeprocedures. includ- 
ing at least a first level coHection effort as descr&ed in S«c. 
674.45(a) and litigation, if required under Sec 674.46(a), to 
the extent tfiese actions were required by regulations in 
effect on tfie date ttie loan entered defoult; 

(2) The total amount of tfie borrower's account to be 
assigned, induding outstanding principal, accrued interest, 
collection cosU and late charges, is greater than $200.00; 
and 

(3) The loan has been accelerated 

(b) An institution maj submit a defauHad note for 
assignment only dunng the submission period established 
by the Secretary. 

(c) An institution shall submit to the Secretary tf)e 
following documents for any loan it proposes to assgn; 

(1 ) An assignmentform provided by the Secretary and 
executedbytf)e institution, which must indudeacertification 
by the institution^tfiat it has compied with the raqurements 
of this subpai mduding at least a first level collection effort 
as described ki Sea 674.45(a) in attempting collection on tne 
loan. 

(2) The original promissory note or a certif ed copy of 
tfie original note. 

(3) A copy of tfie repayment schedule. 

(4) A certified copy of any judgment order entered on 
tfie ban. 

(5) A complete statement of tfie payment hist0t7. 

(6) Copies of all approved requests for deferred and 
cancellation. 

(7) A copy of tfie notice to tfie borrower of tf)e effective 
date of acceleration and the total amount due on tfie loan. 

(8) Documentation tfiattfie institution has withdrawn 
tfie foan from any fimi tfiat it emptoyed for address search, 
biling, collection oriitigtion services, and has notified tfiat 
firni to cease collection activity on tfie loans. 

(9) Copies of all pleadings filed or received by the 
institution on behalf of a borrower who has filed a petition in 
bankruptcy and whose loan obligation is detemiined to be 
nondischargeable. 

(10) If tfie institution has a defeuit rate as calculated 
under Sea 674.2 greater tfian 7.5 percent as of June 30 of 
tfie second year preceding tfie submission period, documen- 
tation that tf)e institution has complied witfi all of tfie due 
diligence requirements described in paragraph (a)(1) of tfils 
section. 

(d) Except as provided in paragraph (e) of tfiis section, 
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and sut)ject to paragraph (g) of ttils section, tfie Secretary 
accepts an assignment of a note described in paragraph (a) 
of ttiis section and submitted in accordance witfi paragraph 
(c) of tfiis section. 

(p) The Secretary does not accept assignment of a 
foan if— 

(1) The institution has notprovidedtfieSocial Security 
number of tfie bonower; 

(2) The bont)wer has received a discharge in bank- 
ruptcy, unless— 

(0 The bankruptcy court has detemiined tfiat tfie foan 
obligation is nondischargeable and has entered judgment 
against tfie borrower; or 

(n) a court of competent jurisdktion has entered 
judgment against tfie borrower on tfie foan after tfie entry of 
tfie discharge order; 

(3) The institution has initiated litigation against the 
borrower, unless tfie judgment has been entered sgainsttfie 
boHDwer and assigned to the United States; or 

(4) The borrower has been granted canceKation due 
to deatfi or hashed for or been granted canceltation due to 
permanent and total disabilrty. 

(0(1) The Seaetary provides an institution written 
notice of tfie acceptance of tfie assignment of tfie note. By 
accepting assignment, tfia Secretary acquires aH rights, titfe, 
and interest of tfie institution in tfiat foan. 

(2) The institution shall endorse and forward to tfie 
Secretary any payment received from tfi e borrower after tfie 
date on which tfie Secretary accepted tfie assignment, as 
noted in tfie written notice of acceptance. 

(g) (1) The Secretary may detennine tfiat a foan as- 
signed to tfie United States is unenforceable in whole or in 
part because of tfie acts or omissions of tfie Institution or its 
agent The Secretary may make tfiis detemiination witfi or 
without a judicial detemiination regarcSng tfie enforceability 
of tfie loan. 

(2) The institution shall reimburse tfie Fund for tfiat 
portion of tfie outstanding balance on a loan assigned to tfie 
United States which tfie Seaetary detemiines to be unen* 
forceaWe because of an act oromission of that institution or 
Its agent 

(3) Upon r^'mbursementto tfie Fund by tfi e institution, 
tfie Secretary shall transfer all rights, title and interest of tfie 
United States in tfie foan to tfi e Institution for its own account 

(h) An institution shall consider a borrower whose foan 
has been assigned to tfie United States for coHectfon to be in 
default on tfiat foan for tfie purpose of eligibility for titie IV 
financial assistance, until tfie borrower prowdes tfie institu- 
tion confimiation from tfie Secretary tfiat he or she has made 
satisfactory anrangements to repay tfie foan. 

(Autfiority: 20 U.S.C. 424, 1087cc) 
(Approved by 0MB under control #1840-0581) 
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Subpart D-Loan Cancellation 

Sec. mjSI Special daffnitlont. 

The foDowtng definitions apply to this Subpart: 

(a) Academic year or Its equivalent for elementary and 
secondary schools aixi spedal edjcation: ( 1 ] One complete, 
school year, or two half years from different school years, 
exdudng summer sessions, ihat are complete and consecu- 
tive ar)d generally fall within a 12-month period. 

(2) if such a school has a year-round program of 
instrtjction, the Secretary considers a minimum of nine 
consecutive nionths to be the equivalent of an academic 
year. 

(b) Academic year or its equivalent for kistrtutions of 
higher education: A period of timeinwhichafull-time student 
Is expected to complete* 

(1) The equivalent of 2 semesters. 2 trimesters, or 3 
quarters at an institution using credit hours; or 

(2) At least 900 dock hours of trainhig for each 
program at an institution using deck hours. 

(c) Chapter i diikiren: ChlMren of ages 5 through 17 
who are cou nted under section 111 (c) of the Elementary and 
Secondary Education Act of 1965. as amended. 

(d) Elementary school: A school tiiat provides ele* 
mentary education, including education below grade 1. as 
determined by- 

(1) State law; or 

(2) The Secretary, if tiie school is not in a State. 

(e) H^ividcapped children: Children of ages 3 tii rough 
21 inclusive who require special education and related 
sendees because they are- 

(1) Mentally retarded; 

(2) Hard of hearing; 

(3) Deaf; 

(4) Speech and language impaired; 

(5) Visually handicapped; 

(6) Seriously emotionally c£sturt>ed; 

(7) Orthopedcally impaired; 

(8) Specific learning disabled; or 

(9) Otherwise health impaired. 

(f) Local educational agency: (1) A public board of 
education or otiier pubfic autiiority legally constituted within 
aState to administer, direct, or perform a service function for 
public elementary or secondary schools in a city, cotmty. 
township, school district, otiier political subdivision of a 
State; or such combination of school districts of counties as 



are recognized in a State as an administrative agency for Its 
pubrn; element or secondary schools. 

(2) Any other public institution or agency having 
administrative control and direction of a public elementary or 
secondary school. 

(g) Secondary school: (1) A school tiiat provides 
secondary education, as determined by- 

(1) State law; or 

(h) The Secretary, if tiie school is not in a State. 

(2) However. State laws notwitiistanding. {secondary 
education does not include any education t)eyond grade 12. 

(hi State education agency: (1) The State board of 
education; or 

(2) An agency or offidal designated by the Governor 
or by State law as being primanly responsive for tiie State 
supervision of public elementary and secondary schools. 

(i) Teacher ( 1 ) A teacher is a person who provides- 

(1) Direct classroom teaching; 

(0) Classroom-type teachi^ig in a non-das sroon? set- 
ting; or 

(iii) Educational services to studentsdrectiy related to 
classroom teaching such as school librarians or school 
guidance counselors. 

(2) A supervisor, administrator, researdier, orcurricu- 
kjm speda&st is not a tsacher unless he or she primanly 
provxies direct and personal educational services to stu- 
dents. 

(3) An Indivkiual who provkles one of tiie fbltowing 
services does not qualify as a teacher unless tiiat individual 
is Kcensed, certified, or rsgistered by tiie appropriate State 
eduction agency for that area in which he or she is providing 
related spedal educational services, and tiie services pro- 
vkied by the indtvkiual are part of the educational curriculum 
for handicapped chikiren: 

(1) Speech patfidogy and audiofogy. 

(B) Psychdogk:al and counseling services. 
(Hi) Physical or occupational tfierapy. 

(iv) Recreational tfierapy. 

(Autfiority: 20 U.S.C. 425, 1087ee, 1141. and 1401(1)). 

Sirc; S74.52 Cancallatfon procedures. 

(a) Application for cancellation. To qualify for cancel- 
lation of a loan, a borrower shall submit to the institution to 
which tiie foan is owed, by tiie date that the institution 
establishes, both a written request for cancellation and any 
documentation required by tiie institution to demonstrate tfia* 
tfie borrower meets the conditions for tiie cancellation re- 
quested. 
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(b) (1) An Institution may refuse a request for cancel- 
lation based on a claim of simultaneously teaching in two or 
more schools or institutions If itcannotdetermine easily from 
tiie documentation supplied by the borrower that the teach- 
ing Is fuli-time. However, It shall grant the cancellation if one 
school official certifies thatateacherworked full-time forafuH 
academic year. 

(2) If tiie bonrower Is unable due to Illness or preg- 
nancy to complete the academic year, the borrower stiK 
qualifies for tiie cancellation if- 

(1) The bonower completes the first half of the aca- 
demic year, and has begun teaching the second half; and 

(II) The bonower's employer considers the borrower 
to have fulfilled his or her contract for tiie academic year for 
purposes of salary increment, tenure, and retirement 

(c) (1) Exceptwitii regard to cancellation on account of 
tiie deatfi or dsabifity of the borrower, a borrower whose 
defaulted loan has not been accelerated may quafiV for a 
..cancellation based on teaching, volunteer, or military service 
by complying wiih tiie requirements of paragraiph (a) of tills 
section. 

(2) A borrry/er whose defoultod loan has been accel- 
erated- 

(I) May qualify for a loan cancellation for services 
perfomied before the date of acceleration; and 

(ii) Cannot quali^^ for a cancellation for services per- 
formed on or after tiie date of ao^leration. 

(3) An institution shall grant a request for cancellation 
on account of the deatii or dsabPity of tfie borrower without 
regard to tiie repayment status of tiie loan. 

(d) The Secretary considers a borrower's loan defer- 
ment under Sees. 674.34. 674.35 and 674.36 to run concur- 
rentfy with any period for which a cancellation for mflltaiy or 
ViSTA service Is granted. 

(Autiiorily: 20 U.S.C. 425, 1087ee.) 

(Approved by OMB under control #1840-0535) 

Sec 674.53 Teacher cancellatiofhDirect and Perkins 
loans* 

(a) Cancellation for full-time teaching in an elenien- 
tary or secondary school serving lownncome students. (1) 
An institution shall cancel up to 100 percent of the outstand- 
ing loan balance on a Direct or Perkins loan for full-time 
teaching in a public or otfier nonprofit elementary or secon- 
dary school tiiat- 

(1) Is In a school district tiiat qualifies for funds, in tiiat 
year, under Chapter 1 of the Education Consolidation and 
Impro^/ement Act of 1961 ; and 

(ii) Has been selected by tiie Secretary based on a 
determination tfiat more tfian 30 percent of the school's total 
enrollment is made up of Chapter 1 chilr^ren. 

(2) However, tiie Secretary dMs not select more tfian 
50 percent of the schools in a State receiving Chapter 1 



assistance. 

(3) (i) The Secretary selects schools under paragraph 
(a)(1) of tfiis section based on a ranking tiie State 
education agency. 

(11) The State education agency shall base its ranking 
of tiie schools on objective standards and metiiods. These 
standards must take into account the numbers and percent- 
ages of Chapter 1 children attending tiiose schools. 

(ill) For each academic year, tiie Secretary notifies 
participating Institutions of the schools selected under para- 
graph (a) of tf)is section. 

(4) The Secretary conskiers aO elementary and sec- 
ondary schools operated by tfie Bureau of Indian Affairs 
(BIA) or operated on Indian reservations by Indian tribal 
groups under contract witf) BIA to quali^ as schools serving 
low-income students. 

(b) Cancellation for full-time teaching of tfie hand* 
capped. (1 ) An Institution shallcancel up to 1 00 percent of tfie 
outstanding balance on a borrower's Direct or Perkins loan, 
for full-time teaching of handicapped chlkf.'en In a pubRc or 
ottier nonprofit elementary or secondary school system. 

(2) A borrower qualifies for cancellation under tfiis 
paragraph only if a majority of the students whom ttie 
borrower teaches are handicapped chiUren. 

(c) Cancellation rates. (1) To quallV for cancellation 
under paragraph (a) or (b) (lownncome or handir»pped) of 
tfiis section, a borrower shall teach full time for a complete 
academic year, or its equivalent 

(2) Cancellation rates are- 

(I) ISpercentoftfie original principal loanamountplus 
tfie Interest on tfie unpaid baliance accruing during tfie year 
of quaft^'ng sen/k», for each of tfie first and second years of 
full-time teaching; 

(ii) 20 percent of tfie original principal ban amount, 
plus tfie interest on tfie unpaid balance accruing during tiie 
year of qualifying servKe, for each of tfie tfitrd and fourtfi 
years of fuH-time teaching; and 

(ill) 30 percent of tfie original principal foan amount 
plus the interest on the unpaid balance accruing during tiie 
year of qualifying servke, for tfie fiftfi year of full-time teach- 
ing. 

(d) Teaching In a school system. The Secretary con- 
skiers a bom>wer to be teaching in a public or otfier nonprofit 
elementary or secondary school system onfy if tfie borrower 
is directfy empbyed by tfie school system. 

(e) Teaching chikJren and adults. A bryrrower who 
teaches botfi ackilts and children qualifies for canceRatfon for 
tfiis servfce only if a majority of tfie students whom tfie 
bont)wer teaches are children. 

(Autfiorify: 20 U.S.C. 1067ee. ) 

Sec 674.54 Teacher cancellatlon^Defsnss loans* 

(a) Cancellation for full-time teaching. (1) An institu- 
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tion shedlcancelupio 50 percent of the outstanding balance 
on a borrower's Defense loan for fulNme teaching in- 

(1) A public or other nonprofit elementary or secondary 
school; 

(ii) An institution of higher education ; or 

(ill) An overseas Department of Defense elementary 
or secondary school. 

(2) The cancellation rate is 10 percent of the original 
principal loan amount, plus the Interest on the unpaid bal- 
ance accnjing during the year of qualifying service, for each 
complete year, or Its equivalent, of teaching. 

(b) Cancellation for fuil-tinfm teaching in an elemen- 
tary or secondary school serving lownncome students. (1) 
The In stitution shall cancel up to 1 00 percent of the outstand- 
ing balance on a borrower's Defense loan for full-time teach- 
ing in a public or other nonprofit elementary or secondary 
school that- 

(1) Is in a school district that qualifies for funds in that 
year under Chapter 1 of the Education Consolidation and 
Improvement Act of 1981 , as amended; and 

(Ii) Has been selected by the Secretary based on a 
detemDination that a high concentration of students enrolled 
at the school are from low-income families. 

(2) (i) The Secretary does not select more than 25 
percent of the eligible schools in a State for any year unless 
at least 50 percent of the enrollment of each school selected 
is made up of Chapter 1 children. 

(ii) In maldng this calculation, the Secretary uses a 
low-income factor of $3,000. 

(3) (i) The Secretary selects schools under paragraph 
(b)(1) of this section based on a ranking by the State 
education agency. 

(ii) The State education agency shall base its ranking 
of the schools on objective standards and methods. These 
standards must take into account the numbers and percent^ 
ages of Chapter 1 children attending those schools. 

(4) The Secretary considers all elementaiy and sec- 
ondary schools operated by the Bureau of Indian Affairs 
(BIA) or operated on Indian reservations by Indian tribal 
groups under contract with BIA to qualify as schools serving 
low-income students. 

(5) For each academic year, the Secretary notifies 
participating institutions of the schools selected under para- 
graph (b) of this section. 

(6) The cancellation rate is 1 5 percent of the original 
principal loan amount, plus the interest on the unpaid bal- 
ance accruing during tfie year of qualifying service, for each 
complete academic year, or its equivalent, of full-time teach- 
ing. 

(7) Cancellation for full-time teaching under para- 
graph (b) of this section is available only for teaching begin- 
ning with academic year 1966-67. 



(c) Cancellation for full-time teaching of the handi- 
capped ( 1 ) An institution shall cancel up to 1 00 percent of the 
outstanding balance on a bonvwer's Defense loan, plus 
interest, for full-time teaching of handicapped children in a 
public or other nonprofit elementary or secondary school 
system. 

(2) The cancellation rate Is 15 percent of the original 
principal loan amount, plus the interest on the unpaid bal- 
ance accruing during the year of qualifying service, for each 
complete academic year, or its equivalent, of full-time teach- 
ing. 

(3) A bont)wer qualifies for cancellation under this 
paragraph only if a majority of the students whom the 
borrower teaches are handicapped chikJren. 

(4) Cancellation for full-time teaching under para- 
graph (c) of this sectk)n is available only for teaching begin- 
ning with the academic year 1967-68. 

(d) Teaching in a school system. The Secretary con- 
siders a t)orrower to be teaching in a public or ottier nonprofit 
elementary or secondary school system only If the bonrower 
is directly emptoyed by the school system. 

(e) Teaching chikiren and adults. A borrower who 
teaches both adults and children qualifies for cancellatk)n for 
this service only if a majority of the students whom the 
borrower teaches are children. 

(Authority: 20 U.S.C. 425(b)(3). ) 

Sec. 674.55 Cancellation for aarvlce In a Head Start 
program. 

(a) An institution shall cancel up to 100 percent of a 
boHDwer's Direct or Pericins ban, plus the interest on the 
unpaid balance, for service as a full-time staff member in a 
"Head Start' program if- 

(1) The program operates for a complete academic 
year, or its equivalent; and 

(2) The borrowers salary does not exceed the salary 
of a comparable employee woridng in the k>cal educational 
agency of the area served by the local Head Start program. 

(b) The cancellation rate is 1 5 percent of the original 
ban principal, plus the interest on the unpaid balance accru- 
ing during the year of qualifying service, for each complete 
academbyear, or Its equivalent, of full-time teaching servbe. 

(c) ( 1 ) "Head StarT is a preschool program carried out 
under the Head Start Act(Subchapter B, Chapter 8 of Title VI 
of Pub. L 97-35, the Budget Reconciliatbn Act of 1981 , as 
amended; formerly authorized under sectbn 222(a)(1) of the 
Economic Opportunity Act of 1964). (42 U.S.C. 2809(a) (1)) 

(2) 'Full-time staff member" is a person regulariy 
employed in a full-time professbnal capacity to carry out the 
educational part of a Head Start program. 

(Authority: 20 U.S.C. 425. ) 

Sec. 674.56 Cancellation for military service. 

(a) Cancetlatbn on a Defense ban. (1) An institutbn 
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shall cancel up to 50 percent of a Defense loan made after 
April 13, 1970, for the bont)wer*s full-time active service 
starting after June 30, 1970, in the U.S. Army, Navy, Air 
Force, [Marine Corps, or Coast Guard. 

(2) The cancellation rate is 12 1/2 percent of the 
original loan prindpal, plu s the interest on the unpaid balance 
accfuing during the year of qualifying service, for the first 
complete year of qualifying service, and for each consecutive 
year of quaMfying service. 

(3) Service for less tiian a complete year, including 
any fraction of a year beyond a complete year of service, 
does not qualify for military cancellation. 

(b) Cancellation of a Direct or Pertains loan. (1) An 
institution shall cancel up to 50 percent of a Direct or Peridns 
loan for service as a member of tiie U.S. Army, Navy, Air 
Force, Marine Corps, or Coast Guard in an area of hostilities 
that qualifies for special pay under section 310 of Titie 37 of 
the United States Code. 

(2) The cancellation rate ts 12 1/2 percent of tiie 
original loan prindpal, plus the interest on tiie unpaid balance 
accruing during the year of qualifying service, for each 
complete year of qualifying service. 

(3) Service for less than a complete year, indudng 
any fraction of a year beyond a complete year of service, 
does not qualify for military cancellation. 

(Autiiorily: 20 U.S. C. 425(b)(3) and 1087ee. ) 

Sec. 674.57 Cancellation for volunteer service*Parkins 
loans. 

(a) An institution shall cancel up to 70 percent of the 
outstanding balance on a Perkins loan for service as a 
volunteer under- 

(1) The Peace Corps Act; or 

(2) The Domestic Volunteer Service Act of 1973. 

(b) Cancellation rates are- 

( 1 ) Fifteen percent of ttie origin al pri ndpal loan amount 
plus the interest on the unpaid balance accruing during tiie 
year of qualifying service, for each of the first and second 
twelve-month periods of service; 

(2) Twenty percent of tiie original prindpal loan amount 
plus the interest on the unpaid balance accruing during tiie 
year of qualifying service, for each of the third and fourth 
twelve-month periods of service. 

(Autiiority: 20 U.S.C. 1087ee. ) 

Sec. 674.58 Cancellation for death or disability. 

(a) Deatii. An institution shall cancel tiie unpaid bal- 
ance of a borrower's Defense, Direct, or Perkins loan, 
indudng interest, if tiie borrower dies. The lending institution 
shall cancel tiie loan on tiie basis of a deatii certificate or 
otiier evidence of death tiiat is condusive under State law. 

(b) Pennanent and total disability. (1) An institutfon 
shall cancel tiie unpaid balance of a Defense, Direct, or 



Perkins toan. induding interest, if tfie borrower becomes 
pemianently and totally disabled after receiving tfie toan. The 
(ending institution shall dedde whether to cancel tiie k>an 
based on medical evidence, certified by a physldan, which 
tile borrower or his cr her representative supplies. 

(2) Pemianent and total disability is tiie inability to 
wori^ and earn money because of an impaimient tiiat is 
expected to continue indefinitely cr result in deatii. 

(c) No Federal reimbursement No Federal reim- 
bursement is made to an institution for cancellation of k)ans 
due to deatii or disability. 

(d) Retroactive. Cancellation for deatii or disability 
applies retroactively to all Defense, Direct or Perkins toans. 

(Autiiorily: 20 U.S.C. 425 and 1087ddandSec. 130(g)(2) of 
tiie Education Amendments of 1976, Pub. L. 94-482) 

(Approved by 0MB under control #1840-053^)) 

Sec. 674.59 No cancellation for prior service^no 
repayment refunded. 

(a) No portion of a loan may be cancelled for teaching. 
Head Start, volunteer or military service if tiie borrower's 
service is performed- 

( 1 ) During tiie same period that he or she received tfie 
k)an; or 

(2) Before tfie date tfie loan was disbursed to tfie 
borrower. 

(b) The institution shall not refund a repayment made 
during a period for which the borrower qualified for a cancel- 
lation unless the borrower made tiie payment due to an 
institutional error. 

(Autiiority: 20 U.S.C. 425 and 1067ee) 

Sac 674.60 Reimbursement to Institutions for loan 
cancellation. 

(a) Reimbursement for Defense loan cancellation. (1) 
The Secretary pays an institution each award year its share 
of tile principal and interest cancelled under Sees. 67454 
and 674.56(a). 

(2) The Institution's share of cancelled principal and 
in'^rest is computed by tiie following ratio: 

I 



l+F 

Where I is tiie institution's capital contribution to the Fund, 
and F is tiie Federal capital contribution to tfie Fund. 

(b) Reimbursement for Direct and Perkins toan can- 
cellation. The Secretary pays an institution each award year 
tfie prindpal and interest cancelled from its student loan fund 
under Sees. 674.53, 674.55, 674.56(b) and 674.57. The 
institution shall deposit tfiis amount in its Fund. 

(Autiiority: 20 U.S.C. 428 and 1087oe) 



Appendix A-Proml88ory Note-Perkins Loan 

Perkins Loan Program: PERKINS LOAN 

lfis\y bracketed clause or paragraph nfiay be induded 
at option of institution.] 

I. — promise to pay to — (hereinafter called the 
Institution) located at the 8um of the amounts that are 
advanced to me and endorsed in the Schedule of Advances 
set forth below. I promise to pay all attorney's fees and other 
reasonable collection costs and charges necessary for the 
collection of any amount not paid when due. 

I further understand and agree that: 

I General 

( 1 ) Applicable Law. All su ms advanced under this note 
are drawn from a fund created under Part E of Title IV of the 
Higher Education Act of 1965, as amended, hereinafter 
called the Act, and are subject to the Act and the Federal 
Regulatk}ns Issued under theAct. The temisof this note shall 
be interpreted In accordance with tfie Act and Federal 
Regulations, copies of which are to be kept by the lnstitutk>n. 

(2) ProceduiBs For Receiving Defemient or Cancella- 
tion. I understand that in order to receive a deferment or 
cancellaiion, I must request the defen^nent or cancellation in 
writing from the Institution, and must submit to the Institution 
any documentation required by the Institution to prove that I 
qualify forthe deferment or canceltatk>n. I further understand 
that if I am eligible for defernrant or cancellation under 
Articles VI through XI, I am responsible for submitting the 
appropriate requests on time. 1 further understand that I nnay 
k)se my defemient and cancellation benefits if I fall to file my 
request on time. 

II. Iniore^: 

Interest shall accrue from the beginning of the repay- 
ment period and shall be at the ANNUAL PERCENTAGE 
RATE OF FIVE PERCENT (5%) on the unpaid balance, 
except that no interest shall accrue during any defemnent 
period described in paragraph Vl(1). 

ill. Repayment 

(1) I promise to repay the principal and the interest 
which accrues on it to the Institution over a period beginning 
9 months after the date I cease to be at least a half-time 
student at an institution of higher education, or at a compa- 
rable Institution outside the United States approved for tiiis 
purpose by the United States Secretary of Education (here- 
inafter called the Secretary), and ending 10 years later, 
unless that period is shortened under paragraph 111(5), or 
extended under paragraphs 111(4), 111(7) (extensions), or Vl(1 ) 
(deferments). 

(2) Upon my written request, the repayment period 
may start on a date eariier than the one Indicated in para- 
graph 111(1). 

(3) {A) I promise to repay the principal and interest 
over the course of the repayment period in equal monthly, 
bimonthly or quarteriy installments, as detemiined by the 
Institution. I understand that if my installment payment for all 



the loans made to me by the I nstitution is no( a multiple of $5. 
the Institutkxi may round that payn)ent to the next highest 
dollar amount tiiat is a multiple of $5. 

(B) Notwithstanding pardgraph 1II(3)(A). upon my 
written request, repayment may be made in graduated 
installments in accordance witii a schedule approved by the 
Secretary. 

(4) Notwithstanding paragraph 111(1). If I qualify as a 
k)w-income indivKlual during the repayment period, the Insti- 
tution, upon my written request, may extend the repayment 
period for up to an additional 10 years, and may adjust any 
repayment schedule to reflect my income. 

[(5)(A) If the nfK)ntiily rate that wouki be established 
under paragraph 111(1). or the total monthly repayment rate of 
principal and interest on all my Perkins Loans including this 
k)an. is less than $30 per montii, I shall repay the principal 
and interest on this ban at the rate of $30 per month (which 
includes both principal and Interest). 

[(5)(B) If I have received Perkins Loans from other 
institutions and the total monthly repayment rate on those 
k)ans is less than $30, the $30 monthly paynoent established 
under subparagraph III(5)(A) includes the amounts I owe on 
all may outstanding Pertdns Loans including tfiose received 
from otiier institutions. The amount of the $30 monthly 
paynoent that will be applied to this loan will be the difference 
between $30 and the total of the amounts owed at a monthly 
rate on my otiier Perkins Loans. 

[(6) The Institution may pemiit me to pay less than the 
rate of $30 per month for a period of not more than one year 
where necessary to avoid hardship to noe unless that action 
would extend tiie repayment period in paragraph 111(1).] 

(7) The Institution noay. upon my written request, 
reduce any scheduled repayments or extend tiie repayment 
period indicated in paragraph 111(1), if. In its opinion, circum- 
stances such as prolonged illness or unemployment prevent 
me from making the scheduled repayments. However, Inter- 
est shall continue to accrue. 

IV. Prepayment 

(1 ) I may. at my option and without penalty, prepay all 
orany part of tiie principal, plus any accrued inte rest tiiereon, 
at any time. 

(2) Amounts I repay in tiie academic year in which the 
ban was made will be used to reduce tiie amount of the loan 
and will not be considered a prepaynrient unless that year Is 
also tiie year in which I am required to begin repayment on 
tills loan. 

(3) If I repay more than the amount due for any 
installment, tiie excess will be used to prepay principal 
unless I designate It as an advance payment of tiie next 
regular installment. 

V. Deteult 

(1) The Institution may. at its option, declare my loan 
to be In default and may demand Immediate payment of the 
entire unpaid balance of tiie loan, including principal, inter- 
est, late charges and collection costs if- 
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(A) I do not make a schedulod payment when due 
under the repayment schedule estabOshed by the Institution, 
and 

(B) I do not submit to the Institution, on or before the 
date on which payment is due. documentation that I qualify 
for a defemient or cancellation descnlsed in Article VI. VII. 
Vm. IX. X. or XI of this agreenrient 

(2) I understand that if I default on my loan, the 
Institution may disclose that I have defaulted, along with 
other relevant infomiation. to credit bureau organizations. 

(3) Further. I understand that if I default on my loan 
and the loan is transferred to the Secretary jfor collection, the 
Secreta(y may disclose that I have defaulted, along with 
other relevant information, to credit bureau organizations. 

(4) I understand that if I default on my ban. I will then 
lose my light to defer repayments. 

(5) I understand that after the InstitutiOki accelerates 
the loan under paragraph V(1). I will then los<^ my right to 
receive a cancellation of a portion of my loan for a ny tead)ing. 
volunteer or military service described in Articles VII. Vill and 
IX. perfomied after the date the Institution accelerated the 
loan. 

(6) I understand that failure to pay this obligation 
under the temis agreed upon will prevent my obtaining 
additional student financial aid authorized under Ti'tle IV of 
the Higher Education Act of 1965. as amended, unti I have 
made arrangements which are satisfactory to the Institution 
or the Secretary regarding the repayment of the ban VI. 
Defemient 

(1) i understand that upon making a property docu- 
mented written request to the Institutbn. I may defer making 
scheduled installment payments, and will not be liable for 
any interest that might otherwise accrue, during the following 
perbds: 

(A) While I am enrolled and in attendance as at least 
a half-time student at an institution of higher education or at 
a comparable institution outside the United States approved 
for this purpose by the Secretary; 

(B) For a period of three (3) years during which I am- 

(i) On full-time active duty as a member of the Armed 
Forces of the United States (Army. Navy. Air Force, Marine 
Corps, or Coast Guard) or the National Oceanic and Atmos- 
pheric Administration Corps, or as an officer on full-time 
active duly In the Commissioned Corps of the United States 
Public Health Service; 

(ii) In service as a volunteer under the Peace Corps 

Act. 

(ili) A volunteer under the Domestic Volunteer Service 
Act of 1973 (ACTION programs). 

(iv) A full-time volunteer in a tax-exempt organization 
performing service comparable to the service performed in 
the Peace Corps or under the Domestic Volunteer Service 
Act of 1973. or 

(V) Temporarily totally disabled as established by an 



affWavit of a qualified physician, or unable to secure empby- 
ment because I am providing care required by my dependent 
who is so disabled; 

■(C) For a perbd not in excess of two (2) years- 

(i) After I receive a baccalaureate or professional 
degree during which time I am serving In an intemship v^ich 
is required in order that I may receive professfonal recogni- 
tion required to begin my professbnal practbe or service, or 

(ii) Serving in an intemship or residency program 
leading to a degree or certificate awarded by an institutbn of 
higher educatbn. a hospital or a health care facility that offers 
postgraduate training; 

(D) For a period not in excess of one (1) year during 
whbh. if I am a mother of presc!iool age chikiren. I have 
entered or reentered the work force, and am being paid at a 
rate whbh does not exceed $1.00 above the minimum hourty 
wage established by section 6 of the Fair Lai>or Standards 
Act of 1938; 

(E) For a period not In excess of six (6) months- 

(1) That folbws by six months or less a period during 
whbh i was enrolbd as at least a half-tinfie student at an 
eligible institutbn; and 

(ii) During whbh lam pregnant, caring for my newborn 
baby, or caring for a chib immediately after he or she was 
placed with me through aHoption and I am neither attending 
an eligible institution of higher educatbn nor gainfully em- 
pbyed; and 

(F) During a six (6) month period immeo>!ely follow- 
ing the expiratbn of any defemient provided in paragraphs 
VI(1)(A) through VI(1)(E). 

(2) The Institution may. upon my written request, defer 
my scheduled repaymentsif Itdetemiines that the defemient 
is necessary to avoid a financial hardship for me. Interest, 
however, will continue to accrue. 

VII. Cancellation for Teaching 

(1) I understand that upon making a property docu- 
mented written request to the Institution. I am entitled to have 
up to 1 00 percent of th e amount of this loan plus the htcrest 
thereon cancelled if I perfomi service- 

(A) As a futl-time teacher in a public or other nonprofit 
elementary or secondary school which is In the school district 
of a local educational agency which is eligible in such year of 
5ervla> for funds under Chapter I of the Education Consoli- 
dation and Improvement Act of 1981, as amended, and 
whbh lias been designated by the Secretary (after consul* 
tal'on v/ith each State Department of Education) in accor- 
dance wth the prov'sbns of section 465(a)(2) of the Act as 
a school with a high concentration of students from low- 
incon^e families. An offidal Directory of designated low- 
incomo schools is published annually by the Secretary. 

(Q) As a full-time teacher of handicapped childran 
(including those who are mentally retarded, hard of hearing, 
deaf, speech and language impaired, visually handicapped, 
seriously emotionally disturbed, orthopedicaliy impaired, ha;e 
specific leaning disabilities, or are otherwise heatth-im- 
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paired children, who by reason thereof require spedal edu- 
cation and related services) In a public or other nonprofit 
elementary or secondary school system. 

(2) A portion of this loan will be cancelled for each 
completed year of teaching service at the following rates: 

(A) 1 5 percent of the total pn ndpal anrwunt of the loan 
plus interest on the unpaid balance accruing during that year 
tmtl be cancelled for each of the first and second complete 
academic years of the teaching sefvice, 

(B) 20 percent of the total principal amount plus 
^terest on the unpaid balance accruing during that year for 
each of the third and fourth complete academic years of that 
teaching service, and 

(C) 30 percent of the total prindpal amount plus 
interest on the unpaid balance accruing during that year for 
the fifth complete academic year of that teaching service. 

VIII. Heed Start Cancellation 

(1) I understand that upon making a properly docu- 
mented written request to the Institution, I am entitled to have 
up to 100 percent of the amount of this loan plus the interest 
thereon cancelled if I perfomn service as a full-time staff 
member in a Head Start program if- 

(A) That Head Start program is operated for a period 
which is comparable to a full school year in the locali^, and 

(B) My salary is not more than the salary of a compa- 
rable employee of the local educational agency. 

(2) This loan will be cancelled at the rate to ISpercent 
of the total prindpal amount plus interest on the unpaid 
balance accruing during that year for each complete school 
year orequivalont period of service in a Head Start program. 

(3) Head Start is preschool program carried out under 
the Head Start Act 

)X. Military Cancellation 

(1) I understand that upon making a property docu- 
mented written request to the Institution, 1 am entitled to have 
up to 50 percent of the principal amount of this loan plus the 
interest thereon cancelled if I serve as a member cf the 
Armed Forces of the United States in an area of hostilities 
that qualifies for special pay under section 310 of Title 37 of 
the U.S.C. 

(2) This loan will be cancelled at the rate of 12\1/2\ 
r^vcent o^' the total prindpal amount plus interest on the 
unpaid b^ance accruing during that year for each complete 
yearof suc^ service. 

X Volunteer Service Cancellation 

(1) I understand that upon making a property docu- 
mented writta^i request to the Institution, I am entitled to have 
up to 70 percent of the amount of this loan plus the interest 
thereon cancelled if I perform service- 

(A) As a volunteer under the Peace Corps Act; or 

(B) As a volunteer under the Domestic Volunter Serv- 



ice Act of 1973. 

(2) This loan will be cancelled at the following rates: 

(A) 15 percent of the total prindpal amount of the loan 
plus interest on the unpaid balance accrubg during that year 
wOl be cancelled for each of the first and second tweh^ 
month periods of volunteer service completed; 

(B) 20 percent of the total prindpal amount of the loan 
plus Interest on the unpaid balance accruing during that year 
will be cancelled for each of the third and fourth twelve-month 
periods of volunteer service completed. 

XI. Death and Disability Cancellation 

(1 ) In the event of my death, the total amount owed on 
this loan will be cancelled. 

(2) If I become totally and permanentiy disabled after 
I receive this lotn, the Institution will cancel the total amount 
of this loan. 

XII. Change in Name, Address, Telephone Number and 
Sodal Security Number 

! am responsible, and any endorser is responsible, for 
Informing the Institution of any change or changes in name, 
address, telephone number or Sodal Security number. 

XIII. Late Charge 

(1) The Institution will impose a late charge if- 

(A) I do not make a scheduled payment when it is due, 

and 

(B) I do not submit to the Institution, on or before the 
date on which payment is due, documentation that I qualify 
for a deferment or cancellation described In Articles VI, VII, 
VIII, IX, X, and XI of this agreement 

(2) No charge may exceed twenty (20) percent of my 
monthly, bimonthly or quarteriy payment 

(3) (A) The Institution may- 

(i) Add the late charge to the princlpril the day after the 
scheduled repayment was due; or 

(ii) Include it witfi the next scheduled repayment after 
I have received notice of the late charge. 

(B) If the Institution elects to add the assessed charge 
to the outstanding prindpal of the foan, it must so infomi me 
before tiie due date of the next installment 

XIV. Assignment 

(1) This note may be assigned by the Institution only 

to- 

(A) The United States; 

(B) Anotiier institution upon my transfer to that institu- 
tion if tiiat institution is partidpating in this program; or 

(C) Another institution approved by tiie Secretary. 
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(2) The provisions of this note that relate to the 
Institution shall, where appropriate, relate to an assignee. 

XV. Prior Loans 

I hereby certtV that I have Ksted below all of the 
Perkins Loans I have obtained atotherlnstitutions. (If no prior 
loans h^ve been received, state "None.") 

Schedule of Perkins Loans at Other Institutrans 



Amount Date lnstitutx>n 

1 
2 
3 
4 



XVI. Schedule of Advances 



The following amounts were advanced to mo under 
this loan agreement on the dates indicated: 



Amount 


Date 


Signature 
of Borrower 


1 






2 






3 






4 







NOTICE TO BORROWER: DO NOT SIGN THIS 
NOTE BEFORE YOU READ IT. THE INSTITUTION MUST 
SUPPLY A COPY OF THIS NOTE TO YOU AND ANY 
COSIGNER. 



(This note is signed as a sealed instrument] 
Signature— [(teal)]. 
Dato — 19-. 

Pemianent Address (Street or Box Number. City. State, and 
Zip Code). 

Social Security Number (bonx5wer must provide) 

The bonower and Institution shall execute this note 
without security and without endorsement unless the bor- 
rower is a minor and this note would not, under the law of the 
State in which the Institution is located, create a binding 
obligation. If the borrower is a minor and this note would not 
therefore, be legally binding, the Institution shall require a 
cosigner to this note: 

I agree to repay all amounts due on this loan If the 
borrower fails to do so In accordance with the terms of the 
note. 



Signature of cosigner — [(seal)]. 
Date— 19-. 

Permanent Address (Street or Box Number, City, State, Zip 
Code). 

(Authority: 20 U.S.C. 1087dd) 

Appendix 8-PromIs$ory Note-Dtrect Loan 

Periuns Loan Program: Direct Loan 

[Any bracketed dause or paragraph msy be included 
at option of ins^tution.] 

I. — promise to pay to — (hereinafter called the 
Institution) located at — the sum of the amounts that are 
advanced to me and endorsed in the Schedule of Advances 
set forth below. I promise to pay all attorney's fees and other 
reasonable collection costs arid charges necessary for the 
c illection of any amount not paid when duo. 

I further understand and agree that: 

L General 

( 1 ) Applicable Law. All su m s advanced u nder this note 
are drawn from a fund created under Part E of Titfe IV of the 
Higher Education Act of 1965. as amended, hereinafter 
called the Act. and are sul^'ect to the Act and the Federal 
Regulations issued under the Act. The temic of this note shall 
be interpreted in accordance with the Act and Federal 
Regulations, copies of which are to be kept by the Institution. 

(2) Procedures for Receiviny Defemient or Cancella- 
tion. I understand that in order to receive a deferment or 
cancellation, I must request the deferment or cancellation in 
writing from the Institution, and must submit to the InstitUk m 
any documentation required by the Institution to prove that I 
qualify for the defemient o r cancellation. I further understand 
th£rt if I am eligible for deferment or cancellation under 
Articles Vi through X. I am responsible for submitting the 
appropriate requests on time. I further understand that I may 
lose my defemient and cancellation benefits if I fail to file my 
request on time. 

II. Interest 

Interest shall accrue from the beginning of the repay- 
ment period and shall be at the ANNUAL PERCENTAGE 
RATE OF FIVE PERCENT (5%) on the unpaid balance, 
except that no interest shall accrue during any defemient 
period described in paragraph Vl(1). 

III. Repayment 

(1) I promise to repay the principal and the interest 
which accrues on it to the Institution over a period beginning 
6 months after the date I coase to be at least a half-time 
student ?♦ *m institution of higher education, or at a compa- 
rable institution outside the United States approved for this 
purpose by the United States Secrete^ of Education (here- 
inafter called the Secretary), and ending 10 years later, 
unless that period is shortened under paragraph 111(5). or 
extended under paragiaph 111(4), 111(7) (extensions), or Vl(1) 
(defemients). 
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(2) Upon my written request, the repayment period 
may start on a date earlier than the one indicated in para- 
graph 111(1). 

(3) (A) i promise to repay the prindpat and interest 
over the course of the repayment period in equal monthly, 
bimonthly or quarteriy installments, as detemfiined by the 
institution. I understand that if my installment payment for all 
the loans made to me by the Institution is nota multiple of $5, 
the institution may round that payment to the next highest 
dollar amount that is a multiple of $5. 

(6) Not/nthstanding paragraph III(3)(A), upon my 
written request, repayment may be made in graduated 
installments in accordance with a schedule approved by the 
Secretary. 

(4) Notwithstanding paragraph 111(1), if I quality as a 
low-income individual during the repayment period, the Insti- 
tution, upon my written request, may extend the repayment 
period for up to an additional 10 years, and may adjust any 
repayment schedule to reflect my income. 

[(5)(A) If the monthly rate that would be e lavished 
under paragraph II 1(1 ). or the total monthly repayment rate of 
principal and iriterest on all my Direct, Defense and Perkins 
Loans, indudfng this loan, is less than $30 per month, i shall 
repay the principal and interest on this loan at the rate of $30 
per month (which includes both principal and interest).] 

[(5)(B) if! have received Dire^ Defense and Peridns 
Loans from other institutions and the total monthly repay- 
ment rate on those loans is less than $30, the $30 monthly 
payment established under subparagraph lll(5)(A) includes 
the amounts I owe on all my outstanding Direct Defense and 
PerKins Leans indudng tfiose received from other institu- 
tions. The amount of this $30 monthly payment that will be 
applied to this loan will be difference between $30 and the 
total of the amounts owed at a monthly rate on my other 
Direct. Defense and PeriJns Loans.] 

t(6) The Institution may perniit me to pay less than the 
rate of $30 per month for a period of n ot more than one year 
where necessary to avoid hardship to me unless that action 
would extend the repayment period in paragraph 111(1).] 

(7) The Institution may. upon my written request 
reduce any scheduled repayments or extend the repayment 
period indicatod in paragraph 111(1). if. in its opinion, drcim- 
stances such as prolonged illness or unemployment previ>nt 
me from making the scheduled repayments. However. inte«- 
est shall continue to accrue. 

IV. Prepayment 

(1 ) I mcy . at my option and witiiout penalty, prepay all 
or any part of the principal, plus any accrued interest thereon, 
at any time. 

(2) Amounts I repay in the academic year in which the 
loan was made will be used to reduce the amount of the loan 
and will not be considered a prepayment, unless that year is 
also the year in which I am required to begin repayment on 
this loan. 

(3) If I repay more than the amount due for any 
installment, the excess will be used to prepay principal 



unless I designate it as an advance payment of the next 
regular installment 

V. Default 

(1 ) The Institution may, at its option, declare my loan 
to be in default and way deniand immediate payment of the 
entire unpaid balance of the loan, including principal, inter- 
est, late charges and collection costs, if- 

(A) I do not make a scheduled payment when due 
under the repayment schedule established by the Institution, 
and 

(B) i do not submit to the Institution, on or before the 
dale on which p^ment is due, documentation that I qualify 
for a deferment or cancellation described in Articles VI, VII, 
Vlli, IX. and X of this agreement 

(2) I understand that if I default on my foan. the 
Institution may discfose that I have defaulted, ak)ng with 
other relevant information, to credit bureau organizations. 

(3) Further, I tmderstand that if i default on my loan 
and the loan is transfened to the Secretary for collection, the 
Secretary ma^ dtsdose that I have defaulted, afong with 
other relevant information, to credit bureau organizations. 

(4) I understand that if i default on my foan I wiQ ihen 
fose my right to defer repayments. 

(5) I understand that afler the Institution accelerates 
the foan under paragraph V(1), I will then fose my right to 
recelveacancellationofaportionofmyloanforanyteadiing, 
volunleer,ormiIftary service described in Att'des VII, VIII and 
IX, perfonmed after the date the Institution accelerated the 
loan. 

(6) i understand ^at failure to pay this obligation 
under the terms agreed upon will prevent my obtaining 
additional student financial aid authorized under Titfe IV of 
the Higher Education Act of 1965, as amended, until I have 
made arrangements which are satisfactory to the Institution 
or the Secretary regarding the repayment of the loan. 

VI. Defermerit 

(1} I understand that upon making a property docu- 
mented written request to the Institution, I may defer making 
scheduled installment payments, and will not be liable for any 
interest that might othervWse accrue, during the following 
periods: 

(A) While I am enrolled and in atterdance as at least 
a half-time student at an institution of higher education or at 
a comparable institution outskiethe United States approved 
for this purpose by the Secretary. 

(B) For a period of three (3) years during which I am- 

(0 On full-time active duty as a member of the Amied 
Forces of the United States (/ ,ny. Navy, Air Force. Man'ne 
Corps, or Coast Guard) or an officer on full-time active duty 
in the Commissioned Corps of the U.S. Public Health Serv- 
ice. 

(ii) In service as a volunteer under the Peace Corps 

Act. 
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(HI) A volunteer under the Domestic Volunteer Serv- 
ice Act of 1973 (ACTION progran^s), 

fiv) A fuH-ti'me volunteer in a tax-exempt organization 
perfonnmg service comparable to the service performed in 
the Peace Corps or under the Domestic Volunteer Service 
Act of 1973, or 

(V) Temporar9y totaSy disabled as established by an 
affidavit of a qualified physidan. or imable to secwe employ- 
ment because I am providing care required by my spouse 
who is so disabled; 

(C) For a period not m excess of two (2) years after I 
receive a baccalaureate or professioniri degree dudng which 
time I am serving »i an internship which is requred in order 
that I may receive professional recognition required to begin 
my professional practice or service; and 

(D) Dunng a six (6) month period fbdowing the exphi- 
tion of my deferment in paragraph Vl(1 KA) through VI(1 KC). 

(2) In addition, the Institution may permit me to defer 
making scheduled mstaHment pigments if it determines that 
the defemient is necessary to avoid a financial hardship for 
m e . I wil I be required to re pay interest th at accrues during this 
period of deferment 

VII. Cancellation for Teaching 

(1) I understand that upon n)aking a properiy docu- 
mented written request to the Institution. I am entitied to have 
upto 100 percentof the amount of this loan plus the interest 
thereon canceled if I perform service- 

(A) As a foil-time teacher in a public or other nonprofit 
elementary or secondary school which is m the school dfetrict 
of a foc^i educational agem^ which is eEgtble in such year of 
sefvx:e ior funds under Chajpter I of the Educatfon Consoli- 
dation and Improvement Act of 1981. as amended, and 
which has been designated by the Secretary (after consulta- 
tion with each State D6pditnDentofEducatfon)in accordance 
with the provisions of section 465(a)(2) of the Act as a school 
with a high concentration of students from lownncome fami- 
lies. An official Directory of designated low-income schools 
is published annually by the Secretary. 

(B) As a foil-time teacher of handicapped children 
(including those who are mentally retarded, hard of hearing, 
deaf, speech and language impaired, visually fmndicapped, 
seriouslyemotionailydisturbed.orthopedicallyimpaired.have 
spedfic learning disabOit'es. or are othenivise heaftinm- 
paired children, who by reason thereof require spedal edu- 
cation and related services) in a pub?ic or other nonprofit 
elementary or secondary school system. 

(2) A portion of this foan will be canceled for each 
completed year of teaching sen/ice at the following rates: 

(A) 15 percent of the total principal aiwuntof the toan 
plus interest on the unpaid balance accruing during that year 
will be canceled for each of the first and second complete 
academic years of that teaching service. 

(B) 20 percent of the total principal amount plus 
interest on the unpaid balance accruing during that year for 
each of the third and fourth complete academic years of that 



teaching service, and 

(C) 30 percent of the total pnnctpal rmount plus 
mterest on the unpaid balance accruing during that year for 
the fifth complete academic year of that teaching service. 

Vllt. Head Start Cancellation 

(1) I understand that upon maldng a properiy docu- 
mented written requestto the Inst'tution. I am entitled to have 
up 10 100 percent of the amount of this loan plus the interest 
thereon canceled if I perform service as a full-tinie steff 
member in a Head Start program if- 

(A) That Head Start program is operated for a period 
whidi Is comparable to a foH school year in the tocdity. and 

(B) My salary is not more than the salary of a compa- 
rable employee of ihe local educational agency. 

(2) This loan win be canceled at the rate of 1 5 percent 
of the total prindpal amount plus mterest on the unpaid 
balance accniing during that year for each complete school 
year or equivalent period of service In a Head Start program. 

(3) Head Start is a preschool program ram'ed out 
under the Head Start Act 

IX. Mintaiy Cancellation 

(1) I understand that upon making a property docu- 
mented written request to the Institution. I sm entitied tohave 
u p to 50 percent of the principal amou nt of this loan plus the 
snterestthereon canceled if I serve asamemberof the Armed 
Forces of the Uivted Stetes m an area of hostSrties that 
qualifies for spedal pay u nder section 3 1 0 of Titf e 37 of the 
United States Code. 

(2) This foan wfll be canceled at tfie rate of 12 1/2 
percent of the tctal principal amount plus interest on the 
unpaid balance accruing during that year for each complete 
year of such serw». 

X. Death and Disability Canceilatfon 

(1 ) In the event of my death, the total amount owed on 
this foari wiB be canceled. 

(2) If I become totally and pennanentiy disabled after 
t receive this loan, the Institution will cancel the total amount 
of this loan, 

XI. Change in Name. Address. Telephone Number and 
Social Security Number 

I am responsible, andany endorser i^ responsible, for 
informing the Institution of any change or changes in name, 
address, telephone number or Social Security number. 

XII. Late Charge 

(1) The Institution will impose a late charge if- 

(A) I do not make a scheduled payment when it is due. 

and 

(B) I do not submit to tiie Institution, on or before the 
date on which payment is due. documentetion that I quaTify 
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for a defefment or cancellation described in Articles VI, VII. 
Vill. IX. and X of this agreement 

(2) No charge may exceed twen^ (20) percent of my 
monthly, tMmonthly or quarterly payment 

(3) (A) The institution may- 

(i) Add the lata charge to the pnndpal the d^ after the 
scheduled repayment was due; or 

(0) Indude it with the next scheduled repayment after 
I have received notice of the late charge. 

(B) If the Institut'on elects to add the assessed charge 
to the outstanding prindpal of the loan, It must so inform me 
behre the due date of the next installment 

XIII. Assignment 

(1) This note may be assigned by the Institution only 

to- 

(A) The United States; 

(B) Another institution upon my transfer to that ins^- 
tion if that institution is partidpating in this program; or 

(C) Another institution approved by the Secretary. 

(2) The provisions of this note \hat relate to the 
Institution shall, where appropriate, relate to an assignee. 

XIV- Prior Loans 

1 hereby certify that I have listed below aH of the. 
Perlcns Loans. National Direct Student Loans, and Nat'onal 
E)efen5e Student Loan I have obtained at other institutions, 
(if no prior loans have been received, state 'None.*) 

SCHEDULE OF PERKINS LOANS, NATIONAL DIRECT 
STUDENT LOANS, AND NATIONAL STUDENT LOANS AT 
OTHER INSTITUTIONS. 



Amount 


Date 


Institution 


1 






2 






3 






4 







XV. Schedule of Advances 



The following amounts were advanced to me under 
this loan agreement on the date indicated: 



1 


Amount 


Date 


Signature 
of borrower 


2 








3 








4 









NOTICE TO BORROWERS: DO NOT SIGN THIS NOTE 
BEFORE YOU READ IT. THE INSTITUTION MUST SUP- 
PLY A COPY OF THIS NOTE TO YOU AND ANY CO- 
SIGNER. 

[This note is signed as a sealod instrument] 

Signature [(seal)] 

Data 19— 

Pemianent Address (Street or Box Number, City. State, and 
Zip Code) 

Soda! Security Number (borrower must provide) 

The bonower and Institution shall execute this note 
without security and vinthout endorsement unless the bor- 
rower is a minor and this note would not, under the law of the 
State in which the Institution is located, aeate a binduig 
obligation. If the borrower Is a mhor and this note would not, 
therefore, be legally bincSng. the Institution shaK require a 
cosigner to this note: 

i agree to repay all amounts due on this loan if the 
borrower fails to do so in accordance with the temis of the 
note. 

Signature of Cosigner [(seal)] 

Dale 19-- 

Permanent Addtass (Street or Box Number, City. State, and 
Zip Code) 

(Authority: 20 U.S.C. 1087dd ) 

Appendix OPromlssoiy Note-Perkins Loan- 
Less Than HalMlme Student Borrower 

Periuns Loan Program: Perfdns Loan 

[Any bracketed dause or paragraph may bo included at 
option of institution.] 

I, promise to pay to (hereinafter called the 

Institution) lo^ited at the sum of the amounts that are 

advanced to me and endorsed in the Sdiedule of Advances 
set forth below. I promise to pay aS attorney's fees and other 
reasonable collection costs arvd charges necessary for the 
collection of any amount not paid when due. 

I further understand and agree that: 

I. Genera! 

(1 ) Applicable Law. All sums advanced underthis note 
are drawn from a fund created under Part E of Title IV of the 
Higher Education Act of 1965, as amended, hereinafter 
called the Act and are subject to the Act and the Federal 
Regulations Issued under the Act lite temfisofth is note shall 
be Interpreted in accordance with the Act and Federal 
Regulations, copies of which are to be kept by the Institutk>n. 

(2) Procedures FbrRecaiving Defe.mientor Cancella- 
tion. I understand that In order to receive a deferment or 
cancellation, I must request the deferment or cancellation In 
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writing from the Institution, and must sulxnit to the Institution 
any documentation required by the Institution to prove ttiat 1 
qualify fertile defermentor cancellation. I further understand 
tiiat if I am eligible for deferment or cancellation under 
Articles Vi through XI, I am responsible for submitting tfie 
appropriate requests on time, i further understand tfiat i may 
lose my deferment and canceUati'on benefits if 1 fell to file my 
request on time. 

II. Interest 

Interest shall accrue from the beginning of the repay- 
ment period and shall be at the ANNUAL PERCENTAGE 
RATE OF FIVE PERCENT (5%) on the unpaid balance, 
except tfiat no interest sha^ accrue during any deferment 
period descn'bed in paragraph Vl(1). 

III. Repayment 

(1 )(A) I promise to repay tie prindpal and tfie Interest 
which accrues on it to the Lending Institution over a period 
beginning- 

(1) On tfie date of the next scheduled installment 
psQ^ment on any otfier outstanding Peridns Loan I have re- 
ceived; or 

(ii) If 1 have no other outstanding Perfdns Loans, eitfwr 
nine months from the date tfiis loan is made, or, if tfie lean 
was made less tfian nine montfis after i ceased at least half- 
time enrollment status, at tfie end of that nine-montfi period. 

(B) i understand that tfiis rep^ent period shall end 
10 years later, unless it is extended under paragraph 111(4). 
111(7), or Vl(1), or shortened under paragraph 111(5). 

(2) Upon my written request, the repayment period 
may start on a date eariier tfian the one indicated In para- 
graph 111(1). 

(3) (A) i promise to repay tfie principal and Interest 
over the course of the repayment period in equal montfily. 
bimontfily or quarteriy installments as determined by tfie 
Institution. I understand tfiatif my montfiV payment for all tfie 
loans made to me by tfie Instituti'on is notamulti'ple of $5, tfre 
Instituti'on may round that payment to tfie next highest dollar 
amount tfiat is a multiple of $5. 

(B) Notwitfistanding paragraph ni(3)(A). upon my 
written request, repayment may be made in graduated 
Insta'iments in accordance witfi a schedule approved by the 
Secretary. 

(4) Notwithstanding paragraph 111(1), if 1 qualify as a 
low-income indi\ndual during tfie repayment period, tfie 
Lendng Instituti'on. upon my written request, may extend the 
repayment period for up to an addtional 10 years, and may 
ac§ust any repayment schedule to reflect my income. 

[(5)(A) If tfie monthly rate tfiat would be established 
under paragraph 111(1 ). or the total montfily repayment rate of 
prindpal and interest on all my Pertuns Loans induding tfiis 
loan, Is less tfian $30 permontfi, I shall rep^ the prindpal 
and Interest on this loan at tfie rate of $30 permontfi (which 
('ndudes botfi prindpal and interest). 

(5) (B) If I have received Peridns Loans from otfier 
institutions and the total montfily repayment rate on tfiose 



loans is less tfian $30, the $30 montfily payment established 
under subparagraph in(5)(A) indudes tfie amounts I owe on 
aH my outstanding Perions Loans induding tfiose received 
from otfier institutions. The amount of tfus $30 montfily 
payment tfiat will be applied to this loan will be the difference 
between $30 and tfie total of the amounts owedat a monthly 
rate on my otfier Peridns Ixans. 

(6) The Instituti'on may permit me to pay less tfiaii the 
fate of $30 per montfi for a period of not more tfian one year 
where necessary to avoid hardsh^ to me unless tfiat action 
would extend tfie repayment period in paragraph 111(1).] 

(7> The Institution may, upon my written request, 
reduce any scheduled repayments orextend tfie repe^ment 
period indicated in para^^aph 111(1), if, in its opinion, droum- 
stances such as prolonged ainess or unempk>yment prevent 
me from making the scheduled repayments. However, inter- 
est shall continue to accrue. 

IV. Prepayment 

(1 ) i may. at my optio n and witfiout penalty, prepay all 
orany part of tfie prindpal. plus any accrued intefestttiereon, 
atany ti'me. 

(2) If i repay more than tfie anount due for any 
installment, tfie excess wifi be used to prepay pnndpal 
unless i designate it as an advance payment of tfie next 
regular installment 

V. Default 

(1) The institution may, at its option, declare vrs loan 
to be ki default and ma>^ demand immediate payment of the 
eiiti're unpaid balance of tfie loan, induding prindpal. kiter- 
est, late charges and collection costs if- 

(A) i do not make a sdieduled payment when due 
under the repayment schedule established by the Institution, 
and 

(B) I do not submit to tfie Instituti'on. on or before tfie 
date on which payment is due. documentation that i qualify 
for a deferment or cancellation described in Articles IV, VII, 

VIII, l}(. X, orXi of tfiis agreeemnt 

(2) I understand that if i default on my k3an, the 
Institution may disdose tfiat I have defaulted. ak>ng 
otfier relevant infonnation, to credit bureau organizations. 

(3) Furtfier. I understand tfiat if I default on my k)an 
and tfie loan is transfenBd to tfie Secretary for collecti'on. tfie 
Seaetaiy may disdose tfiat I have defaulted, ak>ng with 
otfier relevant infbnnaion. to credit bureau organizations. 

(4) I understand tfiat if I default on my k)an, i will then 
k>so my right to defer repayments. 

(5) I understand tfiat after tfie Institution accelerates 
tfie k>an under paragraph V(1), i will then k}$e my right to 
receiveacanceilati'cnof aportibn ofmy loan for any teaching, 
volunteer or military tevAce described in Artides VII, VIII and 

IX. perfonned after tfie date tfie Institution accelerated tfie 
loan. 

(6) 1 understand that failure to pay this obligati'on 
under tfie terms agreed upon will prevent my obtaining 



additional student financtal aid authorized under Title IV of 
the Higher Education Act of 1965, as amended, until I have 
made arrangements which are satisfactory to the institution 
or the Secretary regarding the repayment of the loan. 

VI. Defemient 

(1) I understand that upon making a prcperfy docu- 
mented written request to the institution, t may defer making 
scheduled installment payments, and wilt not be liable for any 
ihteiest that might othenAnse accure. during the fbilowing 
periods: 

(A) While t am enrolled and in attendance as at least 
a half-time student at an institution of higher educatk)n or at 
a comparable insb'tution outskie the United States approved 
for this purpose by the Seaetary; 

(B) For a perkxi of three (3) years during whfch ! am- 

(i) On full-time active duty as a member of the Armed 
Forces of the United States (Army, Navy. Air Force. Marine 
Corps, or Coast Guard) or the National Oceanic and Atmos- 
pherk? Administration Corps, or as an officer on fuU-tune 
active djty in the Commissioned Corps of the United States 
Publk: Health Semce; 

(ii) In service as a volunteer under the Peace Corps 

Act. 

(tii) A volunteer under the Domestk: volunteer Service 
Act of 1973 (ACTION programs), 

(iv) A full-time volunteer in a tax-exempt organization 
performing service comparable to the serwce performed in 
the Peace Corps or under the Domestfc Volunteer Service 
Act of 1973, or 

(v) TemporariV totally disabled as estat lished by an 
affklavitof a qualified physician, or unable to secure employ- 
ment because I am providing care required by my dependent 
who is so disabled; 

(C) For a period not in excess of two (2) years- 

(i) After I receive a baccalaureate or professional 
degree during which time I am serving in an intemship which 
is required in order that I may receive professional recogni- 
tion required to begin my professional practice or service, or 

(ii) Serwig in an intemship or residency program 
leading to a degree or certificate awarded by an institution of 
highereducation, a hospitaler a health care facility that offers 
postgraduate training; 

(D) For a period not in excess of one (1) year during 
which, if I am a mot».er or preschool age children, I have 
entered or reentered the work force, and am being paid at a 
rate which does not exceed $ 1 .00 above the minimum houriy 
wage established by section 6 of the Fair l-abor Standards 
Act of 1938; 

(E) For a period not in excess of six months- 

(i) That follows by six montlis or le ss of a period during 
which I was enrolled as at least a half-time stident at an 
eligible institution; and 



(h) During which tarn pregnant caring for my newborn 
baby, or caring for a chiki immediately after he or she was 
placed with me through adoption and i am neither attending 
an e&t^ble institution of higher education nor gainfully em- 
pk)yed; and 

(F) During a six (6) month period immediately follow- 
kig the expiration of any deferment provkied in paragraphs 
VI(1)(A) through VI(IKH). 

(2) The Institution may, upon my written request, defer 
my scheduled repayments if It detemiines that the de ferment 
is necessary to avoki a financial hardship for me. Interest, 
however, will continue to accrue. 

VII. Cancellatk>n for Teaching 

(1) I understand that upon making a properiy docu- 
mented written request to tfte Institution, t am ent^ed to have 
up to 100 percent of the amount of this k>an plus the interest 
thereon canceled if i perform servica- 

(A) As a full-time teacher in a public or other nonprofit 
elementary orsecondary school whk^h iski the school district 
of a k>cai educational agency which is eHgible in such year of 
service for funds under Chapter t of the Educatkm Consoli- 
dation and Improvement Act of 1981, as smended, and 
which has been dedgmtted by the Secretary (after consulta- 
tion with each State Department of Education) in accordance 
with the provisionsof section 465(a)(2) of the Act as a school 
with a high concentratkm of students from low4ncome li- 
lies. An official Directoiy of designated low-income schools 
is published annually by the Secretary. 

(B) As a full-time teacher of handbapped chikirsn 
(including those who are mentally retarded, hard of hearing, 
deaf, speech and language tmp^red, visually handk:apped, 
seriously emotionally disturbed. orthopedk:ally impaired, have 
specifk: teaming disabilities, or are otherwise health-im- 
paired chiklren. who by reason thereof require special edu- 
cation and related servk^es) in a publk: or other nonprofit 
elementary or secondary scliool system. 

(2) A portkHi of this ban will be cancelled for each 
completed year of teaching servk^ at the foltowing rates: 

(A) ISpercentofthe total principal amountof the ban 
plus interest on the unpaid balance accruing during that year 
will be cancelled for each of the first and second complete 
academk; years of that teaching servk:e. 

(B) 20 percent of the total principal amount pics 
interest on the unpaid balance accruing during that year for 
each of the third and fourth complete academic years of that 
teaching service, and 

(C) 30 percent of the total principal amount plus 
interest on the unpaki balance accruing during that year for 
the fifth complete academic year of that teaching servk^e. 

Vlil. Head Start Cancellation 

(1) I understand that upon making a properiy docu- 
mented written request to the Lending Institution. 1 am 
entitled to have up to 100 percent of the amount of this ban 
plus the interest tfiereon cancelled If I perform service as a 
full-time staff member in a Head Start program if- 
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(A) That Head Start program is operated for a period 
which is comparable to a fiill school year in the iocali^. and 

(B) My satary is not more than the salary of a compa- 
rable employee of the local educational agency. 

(2) This loan will be cancelled at the rate of 15 percent 
of the total principal amount plus interest on the unpaid 
balance accruing during that year for each complete school 
year or the equivalent period of service in a Head Start 
program. 

(3) Head Start is a preschool program carried out 
under the Head Start Act. 

IX. Military Cancellation 

(1) i understand that upon making a properly docu- 
mented written request to the Lending Institution. I am 
entitled to have up to 50 percent of tf^ie principal amount of 
this loan plus the interest thereon cancelled iif I serve as a 
member of the Armed Forces oftheUnitedStatestnanarea 
of hostilities that qualifies for speca! pay under section 310 
of Title 37 of the United States Code. 

(2) This loan will be cancelled at the rate of 12 1/2 
percent of the total prindpal amount plus interest on the 
unpaid balance accruing during that year for each complete 
year of such service. 

X. Volunteer Serwce Cancellation 

(1) i understand that upon making a properly docu- 
mented request to the Lending Institution. \ am entitled to 
have up to 70 percent of the amount of this loan plus the 
interest thereon cancelled if \ poiform service- 

(A) As a volunteer under the Peace Corps Act; or 

(B) As a volunteer under the Domestic Volunteer 
Service Act of 1973. 

(2) This loan will be cancelled at the following rates: 

(A) 15 percent of the total prindpal amount of the toan 
plus interest on the unpaid balance accruing during that year 
will be cancelled for each of the first and second twelve- 
month periods of volunteer service completed; 

(B) 20 percent of the total prindpal amount of the ban 
plus interest on the unpaid balance accruing during that year 
will be cancelled for each of the third and fourth twelve-month 
periods of volunteer sennce completed. 

XI. Death and Disability Cancellation 

(1 ) In the event of my death, the total amount owed on 
this loan will be cancelled 

(2) If I become totally and permanently disabled after 
I receive this loan, the Institution will cancel the total amount 
of this loan. 

Xli. Change in Name. Address. Telephone Number and 
Sodal Security Number 

I am responsible, and any endorser is responsible, for 
informing the Institution of any change or changes in name. 

171 



address, telephone number or Social Security number. 

XIII. Late Charge 

(1) The institution will impose a late charge if- 

( A) I do not make a scheduled payment when it is due. 

and 

(B) I do not submit to the Institution, on or before the 
date on which payment is due. documentation that I qualify 
for a defermoiit or cancellation described in Articles VI. VII. 
VIII. IX. X. and XI of this agreemenL 

(2} No charge may exceed twenty (20) percent of my 
monthly, bimonthly or quaiteriy payment 

(3)(A) Tne Institution may- 

(1} Add the late charge to the prindpal the day after the 
scheduled repayment was due; or 

(ii) Indude it with the next scheduled repayment after 
i have received notice of the tate charge. 

(B) if the institution elects to add the assessed charge 
to the outstanding prindpal of the ban. it must so info mi me 
before the due date of the next installment 

XIV. Assignment 

(1) This note may be assigned by the Institution only 

to- 

(A) The United States; 

(B) Another institution upon my transfer to that institu- 
tion if that institution is partidpating in this program; or 

(C) Another institution approved by the Secretary. 

(2) The provisions of this note that relate to the 
Institution shall, where appropriate, relate to an assignee. 

XV. Prior Loans 

I hereby certify that I have listed below all of the 
Periuns Loans I have obtained at other institutions. (If no prior 
loans have been received, state "None.") 



SCHEDULE OF PERKINS LOANS AT OTHER 
INSTITUTIONS 



Amount Date Institution 

1 
2 
3 
4 
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XVL Schedule of Advances 



The foilowing amounts were advanced to me under 
this loan agreement on the dates indicated: 



Amount 


Date 


Signature 
of bonmer 


1 






2 






3 






4 







NOTICE TO BORROWER: DO NOT SIGN THIS 
NOTE BEFORE YOU READ IT. THE INSTITUTION MUST 
SUPPLY A COPY OF THIS NOTE TO YOU AND ANY Ca 
SIGNER. 



[This notice fs signed as a sealed instrument] 

Signature [(seal)]. 

Date 

Permanent Ad:'»ess (Street or Box Number, City, 
State, and Zip Code) 

Soda! Security Number (borrowef must provide) 

The borrower and Institution shall execute this note 
without security and without endorsement unless the bor- 
rower is a minor and this note would not, under the lawof the 
State in which the Institution is located, create a binding 
obligation. If the borrower is a minor and this note would not 
therefore, be legally binding, the Institution shall require a 
cosigner to this note: 

t agree to repay all amounts due on this loan if the 
borrower fails to do so In accordance with the terms of the 
note. 

Signature of cosigner ((seaJ)). 

Date 

Permanent Address {^xtqqI or Box Number, City, 
State, Zip Code) 

(Authonty:20 U.S.C. 1087dd) 

Appendix D-Promlssory Note-Direct Loan- 
Less Than Half*-Tlme Student Borrower 

Perkins Loan Program: Direct Loan 

[Any bracketed dause or paragraph may be Indudad 
at option of institution.] 

I, promise to pay to (hereinafter called the 

Institution) located at the sum of the amounts that are 



advanced to me and endorsed in the Schedule of Advances 
set forth betow. i promise to pay all attorney's fees and other 
reasonfi)le collection costs and charges necessary for the 
collecti 'X) of any amount not paid when due. 

I further understand and agree that: 

L General 

(1) ApplicableLaw.AIIsumsadvancedunderthisnote 
arr; drawn from a fund created under Part E of Htle IV of the 
Higher Education Act of 1965, as amended, hereinafter 
called the Act. and are subject to the Act and the Federal 
ftegulatk>ns Issued under the Act Thetemis of this note shall 
be interpreted in accordance with the Act and Federal 
Regulations, copies of which are to be kept by the lnstitutk>n. 

(2) Procedures for Recetving Deferment or Cancella- 
tion. 1 understand that in order to receive a deferment or 
cancellation, i must request the deferment or cancellation in 
wnting from the Institution, and must submit to the Institution 
any documentation required by the Institution to provide that 
I qualify for the deferment or cancellation. I further under- 
stand that if I am eligible for defenment or cancellatran under 
Articles Vi through X, I am responsible for submitting the 
appropriate requests on time, i further understand that I may 
k)se my defermentand cancellation benefits if I fail to file my 
request on time. 

11. Interest 

Interest shall accrue from the beginning of the repay- 
ment period and shall be at the ANNUAL PERCENTAGE 
RATE OF FIVE PERCENT (5%) on tiie unpaid balance, 
except that no interest shall accrue during any deferment 
period described in paragraph Vl(1). 

II L Repayment 

(1 )(A) I promise to repay tho prindpal and the interest 
which accrues on it to tiie Institution over a period beginning- 

(1) On ttie date of the next scheduled installment 
payment on any oUier outstanding loan made under tiie 
Perkins Loan Program i have received; or, 

(il) If i have nootiier outstanding loans made underthe 
Perkins Loan Program, eitiier nine montiis from tiie date tills 
k3an is made, or, if tiie loan was made less tiian nine montiis 
after I ceased at least half-time enrollment status, at tiie end 
of tiiat nine-month period. 

(B) i understand that tills repayment period shall end 
lOyears later, unless it is extended under paragraphs 111(4), 
111(7), or Vl(1), or shortened under paragraph 111(5). 

(2) Upon my written request, the repayment period 
may start on a date cariier tiian the one indicated In para- 
graph 111(1). 

(3) (A) I promise to repay the prindpal and interest 
over tiie course of tiie repayment period In equal monthly, 
bimontiily or quarteriy Installments, a^ determined by tiie 
Institution. I understand tiiat If my montiily payment for all tiie 
loans made to me by the Institaution is not a multiple of $5, 
tiie Institution may round Uiat payment to tiie next highest 
dollar amount tiiat Is a multiple of $5. 
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(B) Notwithstanding paragraph lll(3)(A), upon written 
request, repayment may be made In graduated installments 
in acxx}rdance with a schedule approved by the Secretary. 

(4) Notwithstanding paragraph 111(1), if I qualify as a 
low-income indiwdual during the repayment period, the Insti- 
tution, upon my written request, may extend the repayment 
period for up to an additional 10 years, and may adjust any 
repayment schedule to reflect my income. 

[(5}(A} if the monthly rate that would be established 
under paragraph or the total monthly repayment rate of 
principal and interest on all my Direct. Defense and Peridns 
Loans, including this loan, is less than $30 per month, I shall 
repay the principal and interest on this laon at the rate of $30 
per month (which includes both principal and interest). 

(5}(B) if i have received Direct, Defense and Periuns 
Loans from other institutions and the total monthly repay- 
ment rate on those loans is less than $30. the $30 monthly 
payment established under subparagraph lll(5)(A) includes 
the amounts 1 owe on all my outs.tanding Direct. Defense and 
Perkins Loans including those received from other institu- 
tions. The amount of this $30 monthly payment that will be 
applied to this loan will be the difference between $30 and the 
total ofltO amounts owned at a monthly rate on my other 
Direct. Defense and Peridns Loans. 

(6) The Institution may pemiit me to pay less than the 
rate of $30 per month for a period of not more than one year 
where necessary to avoid hardship to me unless that action 
would extend the repayment period in paragraph 111(1}.] 

(7) The Institution may, upon my written request, 
reduce any scheduled repayment or extend the repayments 
period indicated In paragraph lil(1), if, in its opinion, circum- 
stances such as prolonged illness or unemployment, prevent 
me from making the scheduled repayments. However, inter- 
est shall continue to accrue. 

IV. Prepayment 

(1) 1 may. at my option and without penalty, prepay all 
or any part of the principal, plus any accrued interest thereon, 
at any time. 

(2) if I repay more than the amount due for any 
installment, the excess will be used to prepay principal 
unless I designate it as an advance payment of the next 
regular installment. 

V. Defeult 

(1) The Institution may. at its option, declare my loan 
to be in default and may demand immediate payment of the 
entire unpaid balance of the loan, including principal, inter- 
est, late charge and collection costs, if- 

(A) 1 do not make a scheduled payment when due 
under the repayment schedule established by the Institution, 
and 

(B) I do not submit to the Institution, on or before the 
date on which payment is due, documentation that I qualify 
for a deferment or cancellation described in Articles, VI, VII. 
Vill, IX and X of this agreement. 

(2) i understand that if I default on my loan, the 



Institution may disclose that I have defaulted, along with 
other relevant inforrmation, to credit bureau organizations. 

(3) Further, i understand that if I default on my loan 
and the toan is transferred to the Secretary for collection, the 
Secretary may disclose that I have defaulted, along with 
other relevant infbmiation, to credit bureau organizations. 

(4) i understand that if I default on my loan, I will then 
lose my right to defer repayments. 

(5) I understand that after the institution accelerates 
the k)an under paragraph V(1}, I will then lose my right to 
receive acancellation of aportion of my loan for any teaching, 
volunteer, or military service described in Articles VII. VIII and 
IX, perfomied after the date of Institution accelerated the 
loan. 

(6) I understand that failure to pay this obligation 
under the temis agreed upon will prevent my obtaining 
additional student financial aid authorized under Title IV of 
the Higher Education Act of 1965. as amended, until 1 have 
made an'angements which are satisfactory to the Institution 
or the Secretary regarding the repayment of the loan. 

VI. Defemient 

(1) I understand that upon making a property docu- 
mented written request to the Institution, I may defer making 
scheduled installment payments, and will not be liable forany 
interest that might othenvise accrue, during the following 
periods: 

(A) While 1 am enrolled and In attendance as at least 
a half-time student at an Institution of higher education or at 
a comparable institution outside the United States approved 
for this purpose by the Secretary. 

(B) For a period of three (3) years during which I am- 

(i) On full-time active duty as a member of the Amied 
Forces of the United States (Amiy, Navy. Air Force. Marine 
Corps, or Coast Guard) or an officer on full-time active duty 
in the Commissioned Corps of the U.S. Public Health Serv- 
ice. 

(li) In service as a volunteer under the Peace Corps 

Act. 

(iil) A volunteer under the Domestic Volunteer Service 
Act of 1973 (ACTION programs), 

(iv) A full-time volunteer in a tax-exempt organization 
perfomning service comparable to the service performed in 
the Peace Corps or under the Domestic Volunteer Service 
Act of 1973, or 

(v) Temporarily totally disabled as established by an 
affidavit of a qualified physician, or unable to secure employ- 
ment because I am providing care required by my spouse 
who is so disabled; 

(C) For a period not in excess of two (2) years after I 
receive a baccalaureate or professional degree during which 
time I am serving in an internship wnich is required in order 
that I may receive professional recognition required to begin 
my professional practice or service: and 
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(D) During a six (6) month period following the expira* 
tion of my deferment In paragraph VI(1)(A) through VI(1)(C). 

(2) In addition, the Institution may permit me to defer 
making scheduled installment payments If It determines that 
the deferment is necessary to avoid a financia! hardship for 
me. I will be required to repay Interest that accrues durir>g this 
period of deferment. 

VII. Cancellation for Teaching 

(1) I understand that upon making a propeHy docu- 
mented written request to the Institution. I am entitled to have 
up to 100 percent of the amount of this loan plus the interest 
thereon cancelled if I perform service- 

(A) As a full-time teacher in a public or other nonprofit 
elementary or secon dary school which is in the school district 
of a local edicational agency which is eligible in such year of 
service for funds under Chapter I of the Education Gonsdh 
dation and Improvement Act of 1981, as amended, and 
which has been designated by the Secretary (after consulta- 
tion with each State Department of Education) in accordance 
with the provisions of section 465(a)(2) of the Act as a school 
with a high concentration of students from low-income fami- 
lies. An official Directory of designated low-income schools 
is published annually by the Secretary. 

(B) As a full-time teacher of handicapped children 
(including those who are mentally retarded, hard of hearing, 
deaf, speech and language impaired, visually handicapped, 
seriouslyemotionallydisturbed.orthopedicallyimpaired,have 
special learning disabilities, or are otherwise healthnmpaired 
children, who by reason thereof require special education 
and related services) in a public or other nonprofit elementary 
or secondary school system. 

(2) A portion of this loan will be cancelled for each 
completed year of teaching service at the fblkwing rates: 

(A) 15 percent of the total principal amount of the loan 
plus interest on the unpaid balance accruing during that year 
will be cancelled for each of the first and second complete 
academic years of that teaching service, 

(B) 20 percent of the total principal amount plus 
interest on the unpaid balance accruing during that year for 
each of the third and fourth complete academic years of that 
teaching service, and 

(C) 30 percent of the total principal amount plus 
interest on the unpaid balance accruing during that year for 
the fifth complete academic year of that teaching service. 

VIII. Head Start Cancellation 

(1) I understanding that upon making a properly 
documented written request to the Institution, I am entitled to 
have up to 100 percent of the amount of this loan plus the 
interest thereon cancelled if I perform service as a full-time 
staff member in a Head Start program if- 

(A) That Head Start program is operated for a period 
which is comparable to a full school year in the locall^, and 

(B) My salary Is not more than the salary ot a compa- 
rable employee of the local educational agency. 



(2) This loan will be cancelled at the rate of 15 percent 
of the total principal amount plus interest on the unpaid 
balance accruing during that year for each complete school 
year or equivalent period of service In a Head start program . 

(3) Head Start is a preschool program earned out 
under the Head Start Act. 

IX. Military Cancellation 

(1) I understand that upon making a property docu- 
mented written request to the Institution, I am entitled to have 
up to 50 percent of the principal amount of this loan plus the 
interest thereon cancelled if I serve as a member of the 
Amied Forces of the United States in an area of hostilities 
that qualifies for special pay under section 310 of Title 37 of 
the United States Code. 

(2) This loan will be cancelled at the rate of 12 1/2 
percent of the total principal anrK}unt plus interest on the 
unpaid balance for each complete year of such service. 

X. Death and Disability Cancellation 

(1 ) In the event of my death, the total amount owed on 
this loan will be cancelled. 

(2) If I become totally and pemianently disabled after 
I receive this loan, the Institution will cancel the total amount 
of this loan. 

XI. Change In Name, Address, Telephone Number and 
Social Security Number 

I am responsible, and any endorser is responsible, for 
infonning the Institution of any change or changes in name, 
address, telephone number or Social Security number. 

XII. Late Charge 

(1) The Institution will impose a late charge If- 

(A) I do not make a scheduled payment when it is due, 

and 

(B) I do not submit to the Institution, on or before t^le 
date on which payment Is due, documentation that I qualify 
for a defennent or cancellation described in Articles VI, VII. 
VIII, IX, and X of this agreement. 

(2) No charge may exceed twenty (20) percent of my 
monthly, bimonthly or quarterly payment 

(3) (A) The Institution may- 

(I) Add the late charge to the principal the day after the 
f,cheduled re ayment was due; or 

(ii) Include it with the next scheduled repayment after 
I have received notice of the late charge. 

(B) If the Institution elects to add the assessed charge 
to the outstanding principal of the loan. It must so infonn me 
before the due date of the next installment. 

XIII. Assignment 

(1) This note may be assigned by the Institution only 

to- 
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(A) The United States; 



Social Security Number (borrower must provide) 



(6) Another institution upon my transfer to that institu- 
tion if that institution is participating in this program; or 

(C) Another institution approved by the Secretaiy. 

(2) The provisions of this note that relate to the 
Institution shall, where appropriate, relate to an assignee. 

XIV. Prior Loans 

I hereby certify that I have listed below all of the 
Perkins Loans, National Direct Student Loans, and National 
DefensG Student Loans I have obtained at other institutions. 
(If no prior loans have been received, state *None.") 

Schedule of Perkins Loans, National Direct Student Loans, 
and National Defense Student Loans at Otfier institutions 



Amount 


Date 


Institution 


1 






2 






3 






4 







XV. Schedule of Advances 



The following amounts were advanced to me under 
this loan agreement on the dates indicated: 



Amount 


Date 


Signature 
of borrower 


1 






2 






3 






4 







NOTICE TO BORROWER: DO NOT SIGN THIS 
NOTE BEFORE YOU READ IT. THE INSTITUTION MUST 
SUPPLY A COPY OF THIS NOTE TO YOU AND ANY 
COSIGNER. 



[This note is signed as a sealed instniment.] 

Signature [(seal)]. 

Date 19—. 

Permanent Address (Street or Box Number, City, 
State, and Zip Code) 



The bonder and institutk)n shall execute this note 
without security and without endorsement unless the bor- 
rower is a minor and this note would not, utKler the law of the 
State in whk:h the Institution is k>cated, create a binding 
obligation. !f the borrower is a minor and this note would not, 
therefore, be legally binding, the Institution shall require a 
cosigner to this note: 

I agree to repay all amounts due on this k)an if the 
borrower fails to do so in accordance with the terms of the 
note. 

Signature of Cosigner [(seal)]. 

Date 19—. 

Pennanent Address (Street or Box Number, City, 
State, Zip Code) 

(Authority: 20 U.S.C. 1087dd) 
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Appendix E-Examples for Computing 
Maximum Penatty Charges (6 IMonths Unpaid 
Overdue Payments) on Direct Loans IVIade for 
Periods of Enrollment Before January 1 , 1 986 

Note.-ln the below table of examples, the Cumulative Maxi- 
mum Subtotal line contains the maximum penalty diarges 
that can be assessed on an NDSL borrower for any given 
installment that was missed on its due date. For example, if 
three borrowers, ail on different repaymentschedules, owed 
and missed their first installment payment on January 2 and 
all three made their next payment on April 10. the maximum 
penalty charges that could be assessed each Individual 
borrower would be as follows: $16 to the monthly repayment 
schedule borrower; $9 to the bimonthly repayment schedule 
borrower: and $18 to the quarterly repayment schedule 
bom>wer. 



Installnnent due dates-Missed paynnents 


















monttTiy 








maxinfum 


Monthly repayment schedule Jan. 2 Feb. 2 


Mar. 2 


Apr. 2 May 2 June 2 


penalty 
charges 


1st Past dJeinstaHnfient $1 






£1 
^1 


2nd Past due instalnient $l+$2 






3 


OfU rosl \MM U DtcH 1 Kl % 


$3+$2 




5 


tU ( 1 Odi \MJnJ K IMCH 1 Ivl n 




$5+$2 


7 


5th Past die InstaBment 




$7+$2 


9 


6th Past due Instalment 




$9+$2 


11 


Cumulative maximum subtotals. 1 4 


9 


16 25 36 




Bionfx>nthly repaynienl schedule 


Installnr^ due dates-Missed 


Separate 






payments 


DfTVXuiy 

maximum 
penaty 




Jaa2 


M^.2 May2 


changes 


1st Past due installnrient 


$3 




$3 


2nd Past due Instalment 




$3+$3 


6 


3id Past (fje installment 




$6 4- $3 


9 


Cumuiafive maxinrtim subtotals 


3 


9 18 








Instalment due dates- 


Separate 






Missed payments 




QuarteiV repayment schedule 




J^.2 Apr2 


maxinum 

penaty 

charges 


1st Past due instalment 




$6 


$6 


2nd Past due instalment 




$6+$6 


12 


Cumulalive nrsKlmum subtotals 




6 16 
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Summary of Comments 

Perkins Loan Program: Final Regulations, 
November 30, 1987— Comments and 
Responses 

Section 674.41 Due diligence-general requlremente. 

Comment: Several commenters disagreed with the proposal 
that Institutions be required to use the same coKection 
procedures to collect Perkins Loans that they use to coliect 
other institutional debts. Several commenters indicated that 
the procedures used in collecting instituUonal debts should 
not be used in collecting Perkins Loans because the stu* 
dents may no longer be in school and because of the 
specialized provisions in the Perkins Loan Program such as 
deferment, postponement* and cancellation. Several com- 
menters suggested that the determination as to which proce- 
dures to use should be left to the institution. 

One commenter suggested that the regulations require the 
withholding of transcripts, grades, and further services re- 
gardless of institutional practices. 

Response: A change has been made. The Secretary agrees 
with the commenters that using the same procedures to 
collect Perkins Loan debts as are used to ccllest other 
institutional debts may not be effective because of the 
dissimilarities between the two debts. Therefore, the pro- 
posetl previously made in Sec. 674.41(a)(3) that the institu- 
tion use those collection procedures to collect Perkins Loans 
that It uses to collect other debts has been deleted. There is 
no statutory mandate that institutions withhold academic 
transcripts and otlier services; however, an institution may 
adopt that practice as its institutional policy. 

Comment: Several commenters stated that the regulations 
should not mandate that all information be shared routinely 
among offices of the institution. The commenters suggested 
that institutional offices should be required to share infonma- 
tion only as necessary to support billing and collection 
functions, and that the word 'routinely' should be eliminated. 

Response: A change has been made. The Secretary agrees 
with the commenters and in order to reduce regulatory 
burden, has reworded Sec. 674.41(c) to require institutional 
offices to share information as necessary to support billing 
and collection functions. 

Comment: Several commenters believed that the proposed 
mie required the in^t^tut^on to share routinely current ad- 
dresses obtained from the Intemal Revenue Service (IRS) 
slg>tracing service. Thoy stated thatthese addresses should 
tiOt be 'routinely shared* unless the lencfing institution re- 
ceives independf>nt verification of the address. Several 
commenters. based on the same reading of the rules, 
expressed concem that institutions that followed Ihe rules as 
written would incur penalties for misuse of IRS sklp-tradng 
Information. 

Response: No change has been made. The regulations 
required sharing ofinfonnatlon *in order to determine' certain 
information needed by the Institution for Its billing and cdleo- 
tion functions. When arranging theexdiange of Information 
among its offices, the institution can readW^ identify the 
student without dsseminatin the address derived from IRS 



reports. The regulation does not require the offices of the 
institution to share infonnation for any other purpose, and 
neither authorizes nor pemiits disclosure of Information 
derived from the IRS to components of the institution which 
are not directly responsible for collecting Perkins Loan ac- 
counts. 

Comment: Many commenters supported the proposal in 
Sec. 674.41(b) which directed the institution to attempt to 
collect from the endorser after a borrower fails to respond to 
the first overdue notice. Several of these commenters sug- 
gested that collections from endorsers should begin 90 days 
after the final demand letter. Others felt that the regulations 
should require endorsers on all loans unless the borrower is 
over 21 years of age. thus making the endorser (usually a 
parent) more aware of the responsitsility that the student has 
undertaken. 

Many of the commenters raised concenns regardng the use 
of an endorser on loans. Some of the concems were: the 
extent to which the eridorser is legally responsible for 
payment; when the endorser should be required to repay the 
debt; the amount to be repaid; and whetheror not all the steps 
in the due diligence requirements should apply to the en- 
dorser. 

The majority of the comrrienters believed that the dedslon on 
when an endorser shouki be required to make repayments 
should not be mandated eariy in the billing cyde. txjt shouki 
be at the institution's dscretion. 

Response: A change has been made. Based on the com- 
ments received, the Secretary has changed the regulation to 
require the institution to bill the endorser after the borrower 
fails to respond to the final demand letter rather than to the 
first overdue notice. The Secretary believes that contact with 
the endorser prior to the final demand letter is not cost- 
effective or appropriate because the borrower is the actual 
redpient and beneficiary of tfie loan and should be held 
primarily responsible for repayment to tiie extent possible. 
However, by his or her endorsement, the endorser agreed to 
be responsible for the amount advanced on the note if that 
anfK}unt was not repaid by the borrower. The sample prom- 
issory note contains no limitation on the endorser's promise 
to pay the amount due on the note, and the institution must 
therefore attem pt at that point to collect from the endorser the 
full amount then due from the borrower. 

Section 674.42 Contact with the borrower. 

Comment: Several commenters stated that some institutions 
prepare a new promissory note with each advance to a 
student, and providing students with copies of all notes at the 
exit interview as required in Sec. 674.42(a)(3)(ii), would 
needessly duplicate paperwork. 

Response: No change has beGn made. Borrowers may 
frequentiy have k)st earlier copies provkied to them. The 
Secretary believes that the burden of providing a borrower 
with a copy of his or her promissory notes at the exit interview 
is more than justified by the benefit derived from relnfordng 
the Individual's awareness of the obligation to repay the debt 

Comment: Several commenters opposed Sec. 
674.42(a)(2)(vi) which states that an institution must dis- 
close, at the exit Interview, an explanation of any special 
options ttiebom)wer may have for loan consolidation or other 
refinandng of the loan and a statement that the borrower has 



the nght to prepay al! or part of the loans at any time without 
penalty. The commenters were opposed to this disclosure 
requirement because thoy believed it is not the institution's 
responsibility to make such information iax>w to a borrower. 
It is the belief of several commenters that institutions have no 
control or direct involvement in these procedures, and there- 
fore, run the risk of misinfomiing students. 

Response: No change has beer made. The requirement that 
the institution explain any special options the borrower may 
have for ban consolidation or other refinancing of the loan 
and the borrower's right to prepay all or part of the k)ans at 
any time without penalty is mandated by Section 463A of the 
Higher Education Act of 1965. as amended (HEA). 

Comment One commenter stated that it appears that the 
Secretaiy has no statutory authority for requiring that institu- 
tions provide, during the exit interview, discbsure infomia- 
tion required under the Student Loan Consoiklation and 
Technical Amendments Act of 1983 (Pub. L. 98-79). The 
statute provides only that this information must be disclosed 
•prior to the start of the repayment period" 

Response: No change has been made. Although the statute 
does not specifically require disclosure of this infomiatbn to 
the borrower during the exit interview, it does require disclo- 
sure priorto the start of the repayment period. The Secretary 
concludes that providing this information during the exit 
interview is well suited to protect the Government's interest 
in securing repayment of the loans. This forum provides a 
suitable opportunity for the debtor to raise questions regard- 
ing the debt and receive an individualized response on that 
basis, and plainly falls within the Secretary's autiiority to 
adopt requirements necessary to protect the Fund against 
unreasonFiuSo nsk of loss. 

Comment: One ccmmenter suggested that the scope of the 
exit interview be expanded further to include information on 
(1) possible assignment of the notes to the Department, (2) 
an institution's option to deny deferment when forms are not 
filed on a timely basis, and (3) the Department's use of IRS 
Fedaral refund tax offset 

Response: No change has been made. At the exit interview, 
the institution must provide the borrower with a copy of the 
promissory note. The model promissory notes published as 
Appendices to Part 674 explain that notes may be assigned 
to the Departmer'»t. and that the institution may deny a 
deferment if it is not requested in a timely manner. Because 
the Federal tax refund offset program is still a pilot program, 
the Secretary does not believe that the institution should be 
required to notify the borrower of this collection tool at this 
time. 

Comment Several commenters suggested deleting Sec. 
674 42(b)(2)(iii) which instructs an institution to contact a 
borrower with a nine-month grace period a third time at 240 
days after the commencement of the grace period, because 
they believed that a third contact during tiie grace period 
would not encourage repayments. The commenters be- 
lieved that a third notice would only serve to confuse a 
borrower who has begun repayment on a six-month grace 
period loan. 

Several commenters recommended that the regulations 
require the institution to mail the second grace-period notice 
180 days, instead of 150 days, after the commencement of 
the grace period in order to make the second notice corre- 



spond with the end of the grace period on stx-montii grace 
period bans and to space the notices on nine-month grace 
period bans more evenly. In addition, the commenters 
believed that the requirement to notify the borrower of the 
total amount to be repaid over the life of the ban in the first 
contact at 90 days should be deleted because it only repeats 
infomiation provided the bon'ow«n in the exit interview. 

Response: No change has been nrv^de. The grace perbd 
notifications were developed to ensure that the institution 
regularly communicates with the borrower before repayment 
is due to begin, in order to maintain contact with the borrower 
and ensure that the borrower understands his or her rights 
and responsibilities and therefore begins repay mentorapplies 
for appropriate defemient or cancellation benefits in a timely 
manner. The Secretary does not agree that the bonx>wer 
should be sent the second grace period notification attiie end 
of the grace period, as the purposes of tiie notice would not 
be served. 

The spacing of the notifications was also es tablished in order 
to limit institutional burden. In the case of a borrower with 
six-montii grace period, tiie borrower must be contacted 
twice during the grace period. The first notice. 9C days after 
the sUu. of the grace period, serves as a useful reminder to 
the bon-ower of the responsibilities associated witii tiie ban, 
including the duty to provide the institution witii a current 
address. Tne second notice, 150 days into tiiat period, is a 
second reminder timed to coincide witii the billinn notice 
required 30 days before the first payment is due. Sec. 
674.43(a). 

In the case of a borrower with a nine-montii grace period, tiie 
borrower must be contacted three times during the grace 
period: 90 days. ^50 oays. and 240 days after commence- 
ment of tiie grace period. As with six-montii grace period 
loan, tiie last notice is timed to coincide with the initial 30 day 
billing notice. Further, tiie 150 day notices may be combined 
for those borrowers who have loans witii both six-montii and 
nine-montii grace periods. For tiiose bonDwers witii botii a 
six-montii and a nine-montii grace period loan, moreover, 
tiie institution should be able, in tiie second (150 day) and 
ti.ird (240 day) contact tetters, to explain cteariy tiie differ- 
ence in repayment obligations on tiie two kinds of loans £nd 
eliminate tiie confusion hypotiiasized by tiie commenter. 

Section 674.43 Billing procedures. 

Comment Several commenters opposed deleting tiie re- 
quirement tiiat tiie institution maintain a list of bon'owers witii 
overdue payments, updated monthly. The commenters stated 
tiiat institutions are required to maintain information on 
overdue accounts in the general conduct of lending activity. 

Response: No change has been made. The Secretary Is 
seeking to reduce regulatory burden where possible, and 
tiierefore has deleted tiie requirement to maintain a list of 
bon^owers with overdue payments. The institution may main- 
tain such a list if it so desires. 

Comment Many commenters objected to changing the 
cun'ont requirement that the institution send a statement of 
account tiiirty days and ten days, respectively, be ore tiie first 
payment due date and all subsequent due dates to the 
proposed tiilrty-day and fjfteen-day notices of tiie repayment 
schedule because tiie change would require complete ropro- 
gramming of tiieir entire current billing system. 
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Response: No change has been made. The thirty-day notice 
required before the first payment is due is the last notice 
required in the grace period and repesents no change. Based 
on hisexperienco. the Secretary condudes that a fifteen-day 
notice allows the borrower a more adequate response time 
than the current len-day notice, and this justifies the initial 
costs of changing billing s /stems. Moreover, the institution 
can avoid this burden by using a coupon payment method. 

Comment: Many commenters opposed the proposed rule 
which would require the institution to send final demand 
letters by certified mail. 

Response: A change har, been made. The Secretary con- 
curs with to'e commenters and has deleted the requirement 
for use of cartified mail for final demand letters. 

Comment: Many commenters opposed the requirement that 
the debtd be given thirty days written advance notice before 
a defaulted loan is accelerated. These commenters stated 
tlxat. in their opinion, the borrower would have already been 
given sufficient time to pay before the loan reached the point 
of acceleration. They also stated that a thirty-day response 
time would iiot convey an urgent need to contact the lender. 

Response: No change has been made. Acceleration marks 
a serious stage of delinquency: after acceleration, cancella- 
tion rights lapse, and enforcement action begins. This proce- 
dure assures that the date of th acceleration coincides with 
the deadline for response to the final demand letter, and 
gives the institution additional flexibility to handle debtors 
who d<»monstrate some desire to avoid these consequences. 
The thirty-day advance notice allows the borrower one last 
chance to respond with sufficient payments to bring his or her 
account cunent. or an^nge a satisfactory new repayment 
agreement with the institution. Moreover, because tne insti- 
tution can promptly sand a final demand letter and notice of 
intent to accelerate to a debtor who has indicated unwilling- 
ness to cooperato in tlie past. Sec. 674.43{d)(l}. use of a 30- 
day warning period before acceleration will not necessarily 
delay collection action against these debtors. 

Comment: One commenter suggested that the regulations 
spedfy when and under what conditions an institution may 
accelerate a loan. 

Response: A change has been made. Section 674.31 states 
that an institution may demand immediate repayment of the 
entire loan (induding any late charges and accrued interest) 
If the borrower falls to make a scheduled repayment on time 
or to file for deferment or cancellation on time. Therefore, for 
darificstlon. the Secretary has expanded Sec. 674.43(e) to 
include a reference to Sec. 674.31. The paragraph has also 
been expanded to provide for a written notice informing the 
borrower of the acceleration date. 

Comment: One commenter urged Ih.. Secretary not to re- 
quire ?n institution to accelerate a loan where a debtor does 
not respond satisfactorily to the final demand letter, if accel- 
eration would cause the amount then due to be greater than 
the jurisdictional limit imposed by a small claims court in 
which the institution intends to enforce the debt. 

Response: The comment presents a good collection tactic, 
and no change is necessary to pemilt use of this tactic. The 
final rule does not require acceleration at any particular point 
in the institution's collection process. 



Comment: Many commenters objected to the proposed 
requirement of a telephone contact in the billing procedures. 
The commenters stated that this proposal was contradictory 
to the Intent of redudng cost and burden, and that it merely 
moves the phone call from the collections to billing cyde. 
They objected on the basis of cost-effectiveness, dting tong 
distance charges and staff time. One of the commenters 
stated that billing staff who process routine accounts are not 
trained to be collection personnel. 

Response: No change has been made. Department experi- 
ence with collecting student loans has proven that telephone 
contact with the borrower is a highly effective .tiethod of 
collection. The Secretary believes that If this contact is 
required prior to beginning the more co. Jy collection proce- 
dures, the necessity for taking further action may be elimi- 
nated. 

Comment: Numerous commenters objected to the proposed 
requirementthattheinstitutiondeposit funds collected throUGh 
billing (Sec. 674.43). collection (Sec. 674.45). and litigation 
procedures (Sec. 674.46) in an insured interest-bearing 
account. Many of the commenters stated that their institu- 
tions were required by the Treasurer of the State to depostall 
institutional funds to the State Treasuere's account These 
funds are then invested by the Treasurer and become part of 
the State's General Fund. The commenters stated that none 
of the interest earned on such deposits accrues to the 
institution. 

Response: No change has been made. Neither the statute 
nor the Peritins Loan regulations prescribe ihe location of 
accounts into which Peridns Loan funds are to be deposited, 
and neither bars their deposit in a State-administered ac- 
count. Although this comment was apparentiy prompted by 
the requirement that institutions deposit fund;, i*. -^terast- 
generating accounts, it describe s a practice which is in direct 
violation of the specific statutory requirement in 463(a)(2)(E) 
of the HEA that "any earnings of the funds" be deposited by 
the institution in the Fund. An Institution that partidpates in 
the Peridns Loan rvogram has received Federal funds from 
the Department on the basis of Its agreement to administer 
those funds, loans made from them, collections from those 
bans, and any earnings on the funds in accordance with the 
statute and regulations. The institution, therefore, is respon- 
sive for depositing these earnings into the Fund, and unddr 
current law. without regard to this new regulatory require- 
ment, is liable for any earnings by any party on those funds 
that are not deposited into the Fund. No provision of State law 
excuses the institution from responsibility for compliance 
with the agreement with ED and the statutory requirements 
it incorporates, and no provision of Federal law exempts such 
institutions from accountability for oamings not credited to 
the Fund. 

Comment: Several commenters objected to depositing funds 
into interest-bearing accounts because the institutions rarely 
have any sizable balance in their Fund. These commenters 
expressed the concern that if they are required ^o keep funds 
in interest-bearing accounts, the banks will charge service 
fees and require that they keep compensating or minimum 
balances. At present, many banks do not require institutions 
to keep compensating balances, nor are they being charged 
service fees for those accounts. 

Response: A change has been made. The Secretary contin- 
ues to believes that an institution should use the same 
diligence in maximizing Its return for the Fund as it would be 
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expected to use on Its own funds, and that this f£(igenc8 
requires constant comparation of charges and interest rates 
paki by competing financial mstihJtions in order to find those 
which meet the needs of the Fund at the lowest net cost 
However, to defray those costs, the Secretary has revised 
Sec. 674.8(a)(5) to require the institution to deposit intc the 
Fund only the net earnings cn Fund assets in these interest- 
beanng accounts and to offset bank charges against interest 
earnings. 

Section 674.44 Address searches. 

Comment: Many commenters remartod that use of the 
Department's skip-tracing service to locate bonowers wouM 
cause conskJerabie delay and questioned whether institu- 
tions had to wait for results before Ldginning skip-tracing 
efforts as required in Sec. 674.44(b). One commenter sug- 
gested that skip-tracing should be done by either an institu- 
tion or commercial firm. Other commenters stated that the 
proposal was, in their view, redundant, overfy expensive and 
largely nonproductive. 

Response: No change has bee^ made. There is no cost to 
the Fund to use the Departr?ieni s skip-tracing services. The 
Secretary considers the Department's turnaround time of 
four to six weeks to be reasonable and effective. Commerdal 
skip-tracing costs are chargeable to the Fund; if a borrower 
can be located by use of the Department's skip-tracing serv- 
ice, those costs need not be incurred. Therefore, an institu- 
tion is required to use the Department's free se.^'ce before 
proceeding to the steps in Sec. 674.44(b), because use of 
this free service may spare additional charge to the Fund. 

Comment: Several commenters expressed concern that 
requiring institutions > request an address correction from 
the U.S. Postal Service would be costly and ineffective. The 
commenters questioned whether the U.S. Postal Service is 
prepared to respond to all these requests and help defray the 
costs. 

Response: A change has been made. Proposed prragraph 
(a)(3) regarding requests for an address correction from the 
U.S. Postal Sen/Ice has been deleted. However, an institu- 
tion is not prohibited from using this practice if the insdt'.don 
determines it to be an effective collection tool. 

Comment: Many commenters suggested that reviewing tele- 
phone directories should be an institutional option, because 
srnali institutions with limited resources would not be ^ble to 
comply with this propo sal. They statedthat institutions should 
be allowed to employ their own procedures. The commen- 
ters stated that If the telephone number is unlisted, the 
operator will not release any infonnation. Directories are 
often out of date. One commenter suggested that the regu- 
lations say lelephone directories or inquiries of infonnation 
operators * * The commenters also suggested that com- 
pliance with Sec. o74.44(b) should be an ali<}mative, rather 
than an addition to, compliance with Sec. 674.44(a). 

Response: A change has been made The Secretary agrees 
with commenters regarding the need for an institution to 
retain flexibility lo use directories or directory assistance to 
locate a borrower. Therefore, Sec. 674.44(a)(2) has been 
changed to allow for institutional discretior.. These regula- 
tions do not preclude institutions from employing their own 
procedures; however, Departmental experience with the 
collpction of assigned loans shows that the steps proposed 
in this section are effective tools for locating the bon'ower. 



Comment: Several commenters suggested that the regula- 
ticr.s should state that an address search should begin as 
scon as the firrt piece of retunr>Gd mail is received, and that 
Sec. 674.44(a) be revised to read as follows: "If mail sent to 
a bonrower is retumed undelivered (other than unclaimed 
certified mail), an institution shall take steps to locate the 
borrower." 

Response: A change has been made. The words "other than 
unclaimed mail' have been added to clarify the intent of the 
rule. 

Comment* Many commenters opposed the proposal that an 
ins^tion shall make reasonable attempts to k>cate the 
borrower at least twice a year until litigation procedures to 
collect would be banred under the statute of limitations. Many 
of these commenters questioned whether institutions would 
be rac^ired to maintain skip-tracing activities afterthe notes 
have been assigned to the United States and also if these 
proposed rules preclude notes from being assigned or writ- 
ten-off until the statute of limitations has expired. Several of 
these commenters stalod that it is not a good practice to tie 
any collection procedure to the statute of limitations, espe- 
cially when other sections of the regulatk)ns governing this 
program require that institutions prove due diligence prior to 
assignment Two of these commenters suggested the 
paragraph be rewritten as fo!k)ws: "The institution shall make 
reasonable attempts to k}cate the bonwer at least twice a 
year until the account is written-off or assigned." Response: 
A change has been made. The Secretary has rewritten, for 
clarity, the language in proposed Sec. 674.44(d). By assign- 
ing a properfy-executad note tc the Department, an institu- 
tion relinquishes all rights and responsibilities for the loan, 
except as othenvis^ provided in Soc. 674.50. No further 
address search is required by the institution. 

Section 674.45 Collection procedures. 

Comment: Several commenters questioned why the regula- 
tions require a telephone contact as a part of die billing 
process rather than as part of the collection proc~ Jures. A 
few commenters opposed theproposal to delete a require- 
ment of telephone contact as part of the collection process 
because they saw it as a valuable collection tool to person- 
age the contact and felt it provided a way to determine the 
proper course of f' \jre action. 

Response: No change has been madi. Institutions are free 
to continue to make telephone contacts during the collection 
process; however, because this can be an effective means 
of restoring a borrower lo current repayment ctatus, the 
Secretary has detennined that this personal ^.ontact is nec- 
essary during the billing process, before the institution be- 
gins more costly collectirn procedures. 

Comment: Many commenters were opposed to the require- 
ment to report borrowers to credit bureaus. These commen- 
ters suggested that the only time information on a borrower's 
account should be reported is at the time of legal action or 
upon assignment of the note to the United States. The 
commenters felt that this proposal could prove very damag- 
ing to the student if infonnation is not accurately reported, or 
if timely reports are not filed immediately U' ^n payment, 
subjecting the lending institution to iiabili^ for damages. A 
few commenters stated that papenvork and the regulatory 
burden would be increased. Several commenters believed 
that no statute authorizes reporting to credit bureaus, and 
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that the Family Educational Rights and Privacy Act of 1974 
(Pub. L 93-579) might preclude disclosure without a stu- 
dent's written consent Many commenters opposed the 
reporting to credit bureaus if the costs are not chargeable to 
the Fund. Commenters stated that this proposal couH be 
costly to institutions— as much a:> $555 per year/per institu- 
tion for membership costs. 

Response: No charige has been made. The Secretary has 
interpreted the Family Educational Rights and Privacy Act of 
1974 and Its Implementing regulations, especially 34 CFR 
99.31(a)(4)(iv). to penmit reporting delinquent or defaulted 
loans to credit bureaus without the bont)wer's consent An 
Institution that wishes to report other loans to credit bureaus 
could do so only with the consent of the bonwer. The 
Departments experience with this reporting has demon- 
strated that it is a relative^ inexpensive yet effective collec- 
tion tool. Moreover, the rule has been revised to clarify that 
the institution is to assess the cost of reporting ttie debt to a 
credit bureau against the debtor as with tjiy ottier collection 
costs, and that such costs, If not paid by the debtor, can be 
charged to the Fund. 

Commenu Some commenters questioned whether the temi 
"account status" in Sec. 674.45(b)(2) refen^ed to the amount 
of the outstanding balance as affected by each ps^ment 
made, or to the account as either outstanding or paid in full. 
One commenter slated that there is no legal requirement for 
monthly updating, and that this practice would be burden- 
some to the school— especially those with manual opera- 
tions. 

Response: A change has been made. The Secretary has 
expanded Sec. e74.45(b)(2) to require the Institution to 
report any changes in account status according to the 
reporting procedures of ti^e credit bureaus to which the 
institution reported the debt 

Comment: Many commenters opposed the Department's 
proposal that a collection firni be pemnitted to retain a 
defaulted bon-owors account for only nine months. The 
commenters. felt that the institution should decide the period 
allowed the flmi to collect tfie account, and believed that nin e 
montiis was too short a time. The commenters also felt that 
this restraint will inoease regulatory burden. A few other 
commenters suggested thateach loan should be considered 
separately, and the Departn.ent should not hamper the 
institution's ability to deal witf> agencies. 

Response: A change has been made. The Secretary has 
extef»ded tiiis period to 12 months to reduce regulatory bur- 
den, but based on the extensive experience of the Depart- 
ment with the use of collection agencies on defaulted loans, 
the Secretary continues to consldei a time limit to be an 
essential incentive to diligent collection action. 

Comment: Several commenters recommended that a sec- 
ond effort not be required when It is tfie judgment of tfie 
institution tiiat litigation is appropriate. 

Response: A change has been made. An institution may 
proceed to litigate to collect an account which It has not been 
able to recover tiirough a first level collection effort through 
a collection firm, or tiirough use of Its own personnel. 

Comment: Many commenters noted ttiat ttie tenninology 
"slgnlficantiy more Intensive effort" as used in Sec. 
674.45(c)(1), Is not define J, Manyofttiese commenters said 



it was confusing and tiiat it should be defined or deleted. 

Response: A change has been made. The Secretaiy agrees 
with tiie commenters and has deleted tills phrase from Sec. 
674.45(c)(1). Section 674.46 Litigation procedures. 

Comment: Some commenters expressed concern over tiie 
Departments suggestion In tiie preamble to tiie proposed 
rule tiiat Institutions pursue litigation by filing a dcim in small 
claim s court. These com mentors were of the opinion tfiat tiie 
filing of a claim in small claims court would be costfy and 
unproductive. Some commenters believed ttiatnot all States 
have small dainw courts. A few commenters suggested ttiat 
ttie Secretary use tiie following regulatory language: "use 
court of appropriate jurisdiction, only when practical for tiie 
institution.* 

Response: No change has been made. When all other efrorts 
fail and ttie account meets ttieconditions in Sec. 674.46(a)(1). 
tiie institution is required to litigate. The proposed regulations 
did not require use of any particular kind of court; ttie use of 
small claims court is encouraged, but not mandated by 
regulation. 

Comn.ant: Many commenters opposed tiie proposal to sue 
tiie borrower if the outstanding principal and interest on all of 
tiie borrower's Peridns Loans held by ttiat institution Is more 
ttian $200. These commenters felt ttiat it would not be cost- 
effective to pursueaccounts ttiis small, and ttiat the minimum 
amount should be much higher. The commenters noted ttiat 
some institutions are required to use State legal services tiiat 
will not accept for collection accounts witii balances under 
$500; also, tiie current level of legal fees discourages tiie 
pursuit of such small amounts. Otiier commenters ques- 
tioned whettier it was cost-effective to litigate small accounts 
as required in tiie proposed rule, and recommended tfie 
minimum amount of accounts which must be litigated be 
raised from $200 to $700. 

Response: No change has been made. The Secretary con- 
tinues to believe that tiie requirement in tiie proposed rule 
tiiat institutions litigate tiiose accounts of more tiian $200 
which meet the requirements of Sec. 674.46(a) Is a realistic 
and cost-effective collection criterion. Several factors enter 
into ttiis analysis of cost-effectiveness. The first of tiiese, 
altiiough not specifically addressed in ttie rule, is the deter- 
rent value of an aggressive collection posture demonsnated 
tiirough predictable resort to litigation. Second, litigation is 
cost-effective if used only where ttiere is a reasonable 
prospect that ttie debtor has assets or earnings sufficient to 
satisfy a judgment The proposed rule, like cun'ent regula- 
tions, requires litigation only in cases in which recover>'of tiie 
amount owed, including costs, is feasible. 1 bird, litigation is 
cost-effective to tiie extent tiiat tiie costs of litigation are 
passed along to tiie bon'ower sand do not unreasonably 
negate tiie value to the Fund of tiie judgment or unduly tax 
institutional resources to achieve tiiat judgment 

Litigation costs fall into two categories, for purposes of 
analysis under the HEA: attomeys fees and collection costs. 
The latter Is not defined is tiie statute, but logically i.icludes 
tiioso costs incun'ed in aitempting collection, including court 
ccsts such as filing fees, service costs, witness fees, if any. 
and similar expenses wnich are not Induded in tiie feos 
charged by attomeys. Regardless of limitations on assess- 
ment of su'^h costs understate law, section 464A of tiie HEA 
pemilts tiie institution to recover those costs, if reasonable, 
from tiie debtor. Since tiieso costs are included witiiin tiie 



181 

7-49 



]u4gmentto be taken against adebtor, Sec. 674.46(a) (1)(iii) 
and (2) require the institution to initiate suit ooK' against a 
debtor from whom the institution can coUecta ^ajor portion* 
of that judgment debt irxkidlng costs. Attorney fees are not 
commonly understood to faA within the phrase "costs* or 
"collection costs." and therefore. Federal law does not create 
a new rule authorizin g their recovery, which is usually permit- 
ted only where the debtor has agreed to pay them. The 
Department has induded such a provision as an option in the 
model prontissory noto published since 1977, and has re- 
quired litigation on particular categories of accounts since 
the Ai'gust 13, 1979 NDSL regulations. Institutions that 
wished to pass this cost on to the debtor have had ample 
opportunity to develop promissory notes which Included tf)is 
provision. The Secretaiy concludes from the Departments 
program experience that many, if not most, of the institutions 
partidpating in the Perldns Loan Program now have these 
provisions in their notes, and can pass on to the debtor the 
fuR cost of attorneys fees incurred to collect the debt Be- 
cause the final rule requires the mstltution to sue only those 
debtors with resources to satisfy a major portion of judg- 
menis which should indude the full amount of «hose very 
costs whidi the institution might othenvise have to absorb, 
for this majority of accounts, litigation of small balance 
accounts will be cost-effisctive on those accounts which must 
be litigated under Sea 674.46(a) (1) and (2). 

The question of cost-effectiveness therefore becomes a real 
issue only with regard to the collection of those promissory 
notes whidi do not authorize the recovery of attorney fees. 
In tho»e cases, institutions must use either Fund assets or 
institutional funds, or both, to pay attorney fees. The final rule 
requires litigation of only those accounts on which the ex* 
pected cost of litigation, induding attomeys fees, does not 
exceed recovery in the judgment; the minimum amount of 
such a recovery, under the final rule, is $200. Where attorney 
lees would exceed recovery in the judgment, litigation is not 
required; but even where, on small balance accounts, the 
attomeys fees might consume a substantial part of the 
recovery, the institution's burden is still quite limited. Under 
Sec. 674.47(e)(5), th^ institution may charge against the 
Fund, attorney fees in an amount up to one^ialf the judg- 
ment, and will therefore be responsible only for fees char^^ed 
over that limit on these small accounts. The Secretary 
considers the benefits derived from deterrent effect of litiga- 
tion suffident to warrant both the use of the Fund assets for 
these attorney fees, and the requirement that the institution, 
where necessary, pay any remainder not chargeable to the 
Fund. Moreover, as more than one commenter noted, the 
threat of immediate litigation, when made by counsel, can 
result in repayments wl^outadditional costs, making referral 
of even tiiase small balance accounts for litigation a cost- 
effective procedure. Any consideration of the cost-effective- 
ness of litigating small balance Peridns Loan accounts must 
recognize that many jurisdictions have small daims courts 
in which creditors may pursue small balance accounts with 
or witi^out attorney representations. Many commenters 
ad<nowie<^ed extensive and successful use of these courts. 
The Secretary recognizes that not all jurisdictions have such 
courts, and that institutions not located in the jurisdiction in 
which the debtor can be served with process may not be able 
convenientiy and economically to use a small daims court in 
that jurisdiction. However, the wide availability of this collec- 
tion tool for many in stitution s can be reasonably expected to 
reduce the number of instances in which paymentof attorney 
fees must be made from the Fund or Institutional resources. 

Comment: Some commenters stated their belief that they 



would have difficulty securing counsel to litigate small ao* 
counts on which the proposed rule would require them to sue. 

Response: No change has been made. Lawyers commonly 
charge for cottection litigation on a contingent-fee basts, 
under whidi the attorney agrees to be compensated only 
from amounts received in successful litigation, usually in an 
amount equal to 30 or ^0 percent of the debt received. The 
Secretary recogriizes tlia an institution may not be able to 
secure counsel wflling to handle a single, or even a few, low 
balance accounts on a contingent-fee basis at rates similar 
to those commonly used on larger accounts, but for several 
reasons does not believe that this warrants changing the 
rule. First, in those instances in which the institution retains 
counsel to handle significant numbers of accounts, it should 
attempt to negotiate a countingent-fee arrangement which 
commits the tm firm to accept refenals of a certain number 
of small-balance accounts at reasonable fee rates in consid- 
eration of the number and size of the other accounts ex- 
pected to be referred by that institution. Secondly, the rule 
requires Institutions to refer accounts for litigation orily where 
the expected recovery exceeds the costs of litigation. If an 
mstitution were unable to secure counsel to litigate a small- 
balance account under a contingent-fee arrangement, tiie 
institution would then determine whether such accounts 
could be referred on an houriy-rate reimbursement basis. If 
the inititution n^asonably determmes that the expected cost 
of litigation, basedon estimatesof attorney fees on an houriy- 
rate basis, would exhaust the amount which can be recov- 
ered under a judgment, then the institution, under Sec. 
674.46(a)(1)(v), is not required to litigate that account As 
discussed m an eariter response, this consideration would 
orcf narfly apply mostiy to those accounts which are based on 
notes that do not authorize the assessment of attorney fees 
against the borrower. Comment: Several commenters sug- 
gested thast the reference to refenals in proposed Sec. 
674.46(c)(1) should be rewritten as it may be misinterpreted 
to mean that the Department is reinstating the referral 
procedures. 

Response: No change has been made. As stated in the 
Preamble, the referral procedure has not been implemented 
by the Secretaiy atthis time, it remains in the final regulations 
in Sec. 674.46(d)(2} as an optional activity should the Secre- 
tary reinstate it at a later date. 

Comment: Two commenters questioned whether prooosed 
Sea 674.46(c)(2) permitted an institution not to litigaia and 
still assign the note to the United States. 

Response: As darified in Sec. 674.50(a). the final rule 
requires litigation on an account before assignment in those 
cases in which litigation would othen/vise have been man- 
dated. The institution must folfow thd procedures set forth in 
Sees. 674.41 through 674.46 before assignment of the note 
to the United States. 

Comment: Several commenters suggested that Sec. 
674.46(a)(1)(iv) concerning suing «he bon-owcr when he or 
she has a known legal &jiet\se be deleted. The commenters 
stated that it would not be cost-effective for an inr titution to 
sue in situations where a known legal defense exists. 

Response: A change has been made. The Secretary does 
not require the institution to initiate suit in those cases in 
whic^ the institution has good reason to believe that the 
debtorcan establish a mv .torious legal or factual defenseto 
the obligation. Where the institution determines that a partial 
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defense may be established, the determinations required in 
this section regarding the cost of litigation compar«l to 
recovery must be based on the amount of the enforceable 
portion of the obligat'on. 

In some instances, the defense identified may be based on 
facts oyer which the institution has no control, such as the 
expiration of the statute of limitations with regard to a debtor 
whom the Institution has been unable to locate, despite 
recum'ng and bona fide attempts, until more than six years 
after ih e debtor defaulted. (Note: Pursuant to section 484A of 
ttie HEA. institutions are now entitled to at least a six-year 
limitation period within which to bring suit against a Pertains 
Loan or NDSL defaulter, regardless of any State law which 
would establish a shorter period; State law may, however, 
provide for periods greater than six y;*ars. This provision 
assures that at least a Federal minimum applies to all NDSU 
and Pertains Loans, including those made before the date on 
which section 484A was enacted.) 

In other cases, the institution may be responsible for the 
defense available to the borrower; for example, when the 
other conditions of Sec. 674.46(a) are met. but the period of 
limitation has run with regard to a loan which the institution 
has not attempted suit in a timely manner, the Secretary does 
not require the institution to attempt litigation. However, in 
such cases, the institution has faited to enforce prqseriy'an 
obligation v>'hich it was responsible to coiled The Secretary 
considers tne institution liable for the loss caused to the Fund 
by that or any other action or omission which bars the 
Institution from securing a judgment for the full amount 
outstanding on a loan which m et the other conditions in Sec. 
674.46(a). The institution is simiiariy liable for losses caused 
to the Fund by acts or omissions in the past that prevent 
successful litigation at present; for example, an institution 
that did not sue a defaulter is liable for the loss to the Fund 
on that loan if the debtor later leaves the Stateand cannot be 
located unless the institution demonstrates that when the 
debtor was able to be served with process, litigation would 
not have been successful, and therefore, tfzat it was not then 
required to litigate the account 

Comment: Two commenters suggested that institutions not 
sue for small amounts but be allowed to use an offset of 
Federal income tax refunds by the Internal Revenue Service. 

Response: No change has been made. The tax refund offset 
program is presently authorized only through 1987, and 
Congress has net yet taken any action to extend this pro- 
gram. In addition, under 31 U.S.C. 3720A, only Federal 
agencies may refer debts to the IRS for collection by offset; 
as presentiy interpreted, the statute permits such referrals 
only after Pertains Loar^ notes have been assigned to the 
United States. 

Seulon 674.47 Cost* chargeable to the Fund 

Comment: Several commenters requested more clarification 
on the word •actual" as used in Sec. 674.47(a)(1)(ii). They 
cite c^at difficulty in individualizing borrowers* accounts in 
this pDcess. 

Response: A change has been made. As explained in Sec 
674.43(b)(3) and 674.45(e)(2), the institution may assess 
late charges and colfection costs based on eitiier the actual 
costs of actions taken on the particular account, or on 
average costs. Therefore, irnJividualized recordkeeping is 
not necessarily required, but documentation must be re- 



tained to support the determination in either case. 

Comment: Many commenters were opposed to Institutions 
being limited to changing the Fund an amount not to exceed 
$25 for each succec^ful address search for a borrower. The 
commenters believed that instead of an amount being cited 
in the regulations, the regulations should say 'reasonable.* 
A few of these commenters were opposed to using the word 
"successful* on grounds of not knowing whether an address 
search would be successful or unsuccessful until the search 
is completed. These same commenter felt that costs for 
unsuccessful searches shouki also be chargeable to the 
Fund. 

Response: A change has been made. Based on comments 
received, the Secretary has deckied that an institution may 
charge the Fund a "reasonable amount" for each successful 
address search rather than the proposed $25. it is not the 
Secretary's intention to mandate the kind of skip-tracing 
servkre an institution can employ, or to limit the kind of 
compensation anrangement reached between the services 
and themstitutions.The institution may limitits costs by using 
a contingent fee agreement with the contractor. 

Comment: A number of commenters opposed the require- 
ment to assess collection costs against the bon'ower. Many 
of these commenters recomnwnded that assessment of 
collection costs be an option of the institution to use as a 
negotiating tooL Other commenters opposed this rule, citing 
a possible conflict with the Fair Debt Collection Practices Act 
(Pub. L 95-109), State laws prohibiting this practice. pote.> 
tial negative public relations witli alumni, and conflicting 
language in the promissory note. 

Response: A change has been made. The Secretary contin- 
ues to believe that, to the extent possible, the institution 
should shift tiie burden of collection costs from the institution 
and from the taxpayer to the defaulting borrower. However, 
the Secretary agrees with the comm ^♦ers' agrument that 
the ability to waive some or all collectiofi costs is a valuable 
collection tool, and he has modified the rule to comply with 
this comment Unoer Sec. 674.47(d), the institution may 
%'aive collection from the borrower of the same percentage 
of the acaued collection costs as tliat percentage of the 
outstanding balance then due on the account that the debtor 
repays within thirty days of the date the debtor enters into a 
repayment agreement with the institution. Thus, if the debtor 
and the in.'ititution reach a written repaymentagreement. and 
the debtor repays one-half of the outstanding prindpal and 
interest balance then due on as delinquent or defaulted loan 
within thir^^daysofthe date of that agreement, the institution 
may waive the collection of one-h Jf of the collection costs 
that have accrued on the account through the date of that 
payment; paym'^nt in full can permit a full waiver of collection 
costs. To the extent that these accrued costs have been 
waived under this rule, the institution may dtr-rge them 
against the Fund, subject to the limitations otherwise appli- 
cable under Sec. 674.47. 

The Secretary recognizes that some promisso^ notes rr.ay 
not include language regarding the assessment of collection 
costs. As discussed in an eariier comment, the omissfon of 
such a provision does not prevent the institution from assess- 
ing such costs because the imposition of these- costs, unlike 
attorney fees, is authorized by section 484A ot the HEA, as 
added by section 16033 of the Consolidated Omnibus Budget 
Reconciliation Act of 1985 (COBRA), for all toans. The 
Secretary has revised the language of the suggested prom- 



issory note to clarify that the borrower is liable for coiiection 
costs. 

Although son;e comm enters cited adverse alumni reaction 
as a reason for not assessing coiiection costs, it is not at all 
clearwhy this factor deserves serious consideration. Whether 
the alumni approve tills coiiection practice is at this point no 
longer a controlling consideration; by accepting a fiduciary 
responsibility over these Periuns Loan funds, the institution 
bound itself to pursue enforcement of these debts without 
regard to whether such action may at times impair its own 
self-interest Moreover, the rule has been revised to permit 
waiver of collection costs for those alumni who demonstrate 
a good-faitii effective effort to cure a past default 

As previously noted, section 484A of the HEA authorizes the 
Institution to assess collection costs against the borrower 
without regard to the provisions of State law. This assess- 
ment of collection cost against the borrower does not conflict 
with requirements of the Fair Debt Collection Practices Act 
(FDCPA) as suggested by a commenter. Section 808 of the 
FDCPA prohibits a third-party collecting a debt on behalf of 
a creditor from collecting any chargei» or expense incidental 
to the principal obligation unless expressly authorized by the 
original agreement or pemiitted by law. 15 U.S.C. 1692f(1]. 
Because section 484A of the HEA now specificalty author- 
izes assessment of collection costs, a debt collector can 
attempt to collect them as permitted by taw. 

Comment: Many commenters opposed the proposal to limit 
the costs chargeable to the Fund to 'successful' collection 
efforts. The commenters noted that they would not be able 
to distinguish successful from unsuccessful until after collec- 
tion efforts were completed, and therefore the same ex- 
penses would have been incurred in either case. 

Rasponse: A change has been made, but the basic principle 
has been retained. As noted eariier. where the regulations 
mandate specific actions with fixed costs, such as telephone 
contacts (Sec. 674.43(f)), credit bureau reporting (Sec. 
674.45(a)(1 )). and opposing relief in bankruptcy (Sec. 674.49) 
on all accounts. Sec. 674.47(a) and (b) permit the institution 
to charge these costs, if not paid by Xh^ debtor, to the Fund 
without reg .rd to whether they were 'successful'; or not. The 
other costs incurred after the billing cyde. such as costs of 
address searches (Sec. 674.44(b)). collection action (Sees. 
574.45(a)(2) and674.45(c)(1 )(il)). andlitigation (Sec. 674.46) 
can typically be obtained by the institution on a contingent- 
fee basis, the institution incurs no cost unless the service is 
successful. The Secretary therefore considers it reasonable 
to permit the institution to charge these latter costs to the 
Fund only when they are successful. Sec. 674.47(e) (1). (3). 
(4)> (S). and (6). If the insititution provides these services in- 
house or on a non-contingent basis, it need only apportion 
these costs between successful and unsuccesshil attempts 
in a reasonable and documented manner. 

Comment: Many commenters objected to proposed Sec. 
874.47(c)(3) which provided that an amount not to exceed 50 
percent would be charged against the Fund for second 
collection efforts. One commenter was of the opinion that 50 
percent was excessive and 33 1/3 percent as used in first 
collection efforts would be more appropriate. Other commen- 
ters believed that the establishment of two different percent- 
age rates was counterproductive. They felt that the higher 
allowance for second efforts would encourage collectors to 
woric less in the first time effort for a higher profit margin in the 
second. They urged that the 50 percent rate be used for both. 



Response: No change has been made. The rule requires the 
institution generally to use different parties for first and 
second coiiection efforts, thereby reducing the possibility of 
allowing accounts to slip from firstto second levels of efforts. 
The Seaetary Intends to consider the need for a 50 percent 
allowance for second effort in the near future, and after 
further consideration and public comment, may reduce that 
level. 

Comment: Several commenters were opposed to the word- 
ing of proposed Sec. 674.47(c)(4). which the commenters 
stated would have pemiitted the institution to charge the 
Fund only for the salary of an Institutional employee perfomi- 
ing collection functions. These commenters believed that 
fringe benefits, a portion of office space and equipment, and 
other related entployment costs should also be chargeable 
against the Fund. 

Response: A change has been made. The Secretary's intent 
was notto exclude cost categories from the expenses thatan 
Institution could charge to the Fund if it perfomied its own 
collections, but to give an example of permissible charges. 
An institution may include in the costs to be charged against 
the bon-ower, and. if not paid by the borrower, against the 
Fund, any expense reasonably incurred in carrying out the 
activities described in Sec. 674.47(b). including both direct 
and indirect costs properly allocated to these activities. 

Oomment: Many commenters objected to the limitations on 
litigafon costs that could be charged to the Fund under 
proposed Sec. 674.47(d)(2). The commenters approved a 
limitation on such costs, but believed a higher limit than 
$2,000 or one-third of the amount of any judgment obtained 
was necessary. 

Response: A change has been made. The Secretary be- 
lieves thata higher limit may be wan-anted; and has therefore 
increased the amount of litigation costs that can be charged 
to the Fund to an amount not to exceed 50 percent ot the 
amount of any judgment obtained. Sec. 674.47(e)(5). This 
increase is intended to provide institutions a level commen- 
surate with their naw burden of litigating smaller balance 
accounts, and enable them to negotiate referrals of groups 
of accounts of va^ing sizes for litigation. The Secretary 
intends to review ti^ie affect of this level on program costs and 
recoveries, and may propose to reduce that level in the 
future. 

Comment: Anumber of commenters opposed Sec. 674.47(e) 
of ti:e proposed rule regarding write-offs. Some commenters 
felt that $200 was too high and students would not pay the 
last $200 owed if the rule allowed that amount to be written- 
off. One commenter asked where any money collected after 
the write-off prooadure would be deposited. A few commen- 
ters recommended a smaller write-off figure with no strings 
attached. Other commenters questioned the value of the 
write-off procedure if continued collection efforts were re- 
quired; they recommended deleting these requirements in 
the proposed rule. 

Response: A change has been made. Under Sec. 674.47(g) 
of this final rule, tiie amount which may be written off remains 
at $200 or less. Under the final rule, the Institution must 
exhaust the duo diligence procedures prescribed in these 
rules, which include not only a sequence of contacts imme- 
diately after default, but semi-annual attempts to locate 
'skips." annual dunning contacts, and annual evaluation of 
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accounts for litigation until litigation to collect the account 
would be barred by the ctatute of limitations, now six years, 
unlessSlatelawprovidesatonger period. 20U.S.ai091a(a). 
The Secretaiy believes that it is not cost-effective to require 
collection efforts beyond that point, and writeoff is then 
reasonable for small balances. For larger balances, the 
institution is urged to consider assignment to the Department 
for further onforcement action. 

Section 674*48 Use of contractors to perform billing and 
collection or other program activities* 

Comment: Many commenters opposed Sec. 674.48(c)(1) of 
the proposed rule which would require that any billing or 
collection firm under contract by an institution to collect 
Perkins Loans be bondedin an amount covering the amount 
of collections on loans expected to be In its control for a two- 
month period of time. The commenters stated that most 
billing firms work in conjunction with financial institulwns— 
with accounts set up in the name of the institution using their 
services for billing. The commenters believed that it is 
unnecessary to ask a billing fimi to be bonded when it does 
not handle money norhave signatory powers on the account 
Several other commenters questioned why the Department 
Is requiring a bond rjid at the same time requiring that funds 
be deposited in an Institutional trust account or lock*box. 

Several commenters suggested that the bond should be e 
"performance bond,* while other commenters re<^ested 
guidance as to how an Institution would verily the existence 
of a bond and what types of bonds shouW be provided. Three 
commenters stated the bond should cover the amount of ail 
portfolios a firr is handling. 

Many commenters opposed the proposed rule as financially 
burdensome because they wouldhave to get bonding agents 
to increase the amount of their bonds. Two commenters 
opposed the bonding proposal if the institution uses a law 
firm to collect because of tiie extensive insurance coverage 
they already maintain to protect their clients. 

Response: A change has been made. Section 674.48 has 
been revised to clarify the requirement that an institution 
retain only bonded billing services and collection firms to 
carry out billing and collection procedures. Section 668. 15 of 
the title IV General Provisions regulations requires that an 
Institution shall obtain and keep cun-ent adequate fidelity 
bond coverage In order to protect the Govemmenrs interest 
In the title IV funds it receives as a trustee. A fidelity bond, or 
simllarinsurance, indemnifies the holder orbenefidary against 
losses resulting from the fraud ordefalcation of an Individual. 
The Secretary believes that it is reasonable to require the 
Institution to assure the same sort of protection for the 
Federal and Institutional Interest from third parties who 
handle Its loan accounts as It Is required to provide with 
regard to its o?/n employees. 

The Secretary believes that reasonable people exercising 
normal prudence In the administration of their financial affairs 
would require a third party to demonstrate adequate fidelity 
bond protection before entrusting that party with duties which 
might permit embezzlement of their funds. Third parties 
engaged in student loan collection in the past have em- 
bezzled funds repaid by bon-owers, and there can be no 
assurance tfiat th^) firm retained by the institution will con- 
tinue in business after a misappropriation by its employees, 
so that the institution could recover for its loss from assets of 
the firm. Indeed, history suggest that the contrary wl!i be 



true. An Institutfon which allows a third party to handle its tean 
accounts without satisfying itself that a financially respon- 
sible surely will indemnify it in the event of loss is therefore 
negligent in the performance of its duties as trustee of the 
Fund. 

A fktellty bond adequa* > protects the institution only if it 
provides coverage in an amount sufficient to indemnity the 
institution for th>e full amount of any misappropriation of funds 
belonging to the institution. 

To respond to those commenters who believed that collec- 
tion firms should be permitted to deduct their fees, while at 
the same time assuring minimum adequate bonding cover* 
age, the Secretary has revised the proposed rule with regard 
to bonding requirements for third-party collectors to provkie 
two alternative methods of assuring adequate coverage. 
Rrst if the institution does not authorize the third party to 
deduct its fees, but requires It either to deposit payments in 
an instiiutional trust account or to direct payments to the 
institution itself or to a lock-box. Sec. 674.48(0(2) of the final 
rule provides that the institution may meet its duly of care If 
it assures itself that the billing or collection firm is bonded in 
an amount equal to two months* expected repayments on 
referred accounts. 

Second, the final njle provlcJes that if the third party collector 
Is authorized to receive payments and deduct its lees from 
She receipts, the institution must more actively undertake to 
assure the protectk>n. If the amount of expected receipts is 
very large, over $100,000 over a two-month period, the 
institution has substantial exposure, and must assure itself 
that It will not have to compete with other clients for a share 
of a common bond by ensuring that It is the named benefi- 
ciary on a bond or policy in the Ml amount of those repay- 
ments. Section 674.48(f)(3)(ll). If the amount of expected 
receipts is less than $100,000, the Institution must still make 
a reasonable effort to assure Itself thatthe bond coverage will 
protect its interest. It can do so by assuring Itself that the 
collector Is bonded in an amount ten times larger than the 
amount of repayments expected to be generated In a two- 
month period on accounts the Institution itself refers to the 
agent a multiple designed to provide some protection from 
the effects of competing claims. Section 674.48(f)(3)(i)(A). 
The institution should be able to satisfy this requirement with 
a minimum of investigation. If this multiple, ontiie other hand, 
exceeds the amount the collector will be r<5ceiving during the 
two-month period for ail its clients, and demonstrates that to 
the satisfaction of the institution, the final rule provides that 
a smaller bond Is reasonable. Section 674.48(f)(3)(i)(B). It 
must be emphasized that these particular bonding require- 
ments apply only In tfiose Instances in which the Institution 
permits the third party to pay itself out of receipts on the loan 
accounts, and therefore only apply to contracts with collec- 
tion firms. 

An institution Mat engages a law firm to perform collection 
services on Its accounts (otiier than actual collection litiga- 
tion) must assure itself of tills protection In the same manner 
as witfi any otfier tfiird-party, by reviewing tiie bond or 
Insurance policy to determine whether it protects against 
misappropriations by employees of the firm. Where a law 
firm's malpractice Insurance also indemnifies for misappro- 
priation of funds by any of tfie employees of tfie firm in the 
course of collection activity, such a policy would provide 
coverage comp.vable to tfiat of a fidelity bond. 

Comment: A number of commenters opposed tiie provision 
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in proposed Sec. 674.48 (c)(2) and (d)(4) that wouid require 
institutions to use billing services and collection firms that 
provide monthly statements to institutions to show activities 
with regard to each borrower. Some commenters stated that 
the proposed requirements are unnecessarily burdensome 
dtie to lack of personnel to review statements, and a costly 
duplication of effort because Institutions already receive 
information regarding the bonower*s status from various 
other reports. Several commenters suggested that the 
proposal be dropped due to increased programming costs 
which the commenters believed would be very high. Ait of 
these com mentors op posed the requi rement that the m onthly 
statements from billing and collection firms should inaude 
amounts applied to principal, interest, and late charges. The 
commenters stated that the requirement Is redundant due to 
the fact that this Information is already kept by the institution 
in its accounting system. 

Several commenters stated that collection firms should be 
required to fumish the information listed in proposed Sec. 
674.48(d)(4) of this section, only upon the dose andretum of 
the account to the institution. A few commenters suggested 
that the regulations require quarteHy statements which show 
only payments and commissions charged. 

Response: A change has been made. The Secretary agrees 
with the commenters that some of the information required is 
available to the institution through various other reports. 
Therefore, many of the items previously listedin Sec. 674.48 
(c)(2) and (d)(4) have been deleted; these provisions now 
require an Institution that uses a billing service oracollection 
firm to secure from these contractors a quarteriy statement 
instead of a monthly statement as proposed in the NPRM. 

Com ment: Many com mentors objected to Sec. 674.48 (c)(5)(i) 
and (d)(3)(i) of the proposed rules which gave the institution 
an option to use billing services and collection finns that 
instruct the borrower to pay the institution drectiy. The 
commenters suggested the requirement be deleted or re- 
worded as follows: "* * • instructs the borrower to make 
checks payable to the institution, but remit to the service or 
firm." Several commenters stated that it is a responsibility of 
a billing service and collection firm to receive payments. The 
commenters also expressed the concem that this require- 
ment would delay the communicating of account activities 
and result in inaccurate information. 

Response: No change has been made. The Institution is 
primarily responsible for Perkins Loan funds, and the Secre- 
tary sees no reason to bar the institution, if it chooses, from 
receiving payments directly from the borrower. Therefore, 
this will remain as an institutional option. Sec. 674.48 (c)(4)(i) 
and (d)(1)(i). 

Comment: Many commenters disagreed with proposed Sec 
674.48(d)(3) (ii) and (iii) which would require a collection firm 
to deposit funds collected from the bonrower In a bck-box or 
institutional trust account The commenters stated that in 
most States, collection firms are licensed and bonded, and 
are required by law to pay clients on a regular monthly basis. 
The commenters also stated that by State law, funds are 
supposed to be kept in an agency client trust fund. Several 
commenters believed that this proposal would require more 
bookkeeping for the institutions and agendas and establish- 
ment of additional bankaccounts. Other commenters stated 
that it would be costly because of monthly box rental fees. 
Some of these commenters stated that this proposal will not 
provide any additional protection againstunlawful use ofk>an 



funds beyond that already provided by bonding require- 
ments. 

Response: No change has been made. The Secretary be- 
lieves that the proposed provisions best satis^ the Secre- 
tary's goals of protecting the Federal Government's interest 
in the title IV funds. It is difficult to see any basis for 
conduding that loan repayments commingled in a single 
dient trust fund wouki be protected in the event of either 
embezzlement or insdvency by the rirm as fully as if they had 
been promptly deposited in an institutional trust account, 
after deduction of the firm's commissions. Therefore, if an 
institution chooses not to use a collection firm that instructs 
the borrower to pay the institution directly, it must emptoy one 
that deposits those funds in a lock-box or institutional trust 
account. 

Comment: Many commenters objected to requiring an insti- 
tution to ensure that a collection firm does not deduct its fees 
from the amount it receives from the borrower. The commen- 
ters suggested that the Secretary alk>w such a firm to retain 
its commission before remitting payment to the institution 
provkled that bont)wers' accounts are credited. The conv 
menters believed that firms wouki be forced to extend credit 
to their dients— creating paperwork and expense. A number 
of these commenters also noted that attomeys usually de- 
duct their fees from the payment The commenters sug- 
gested that this proposal be deletet I and that the institution be 
allowed to use its discretion in establishing mutual agree- 
ments with the collection firms. They believed that this 
proposal offered no additional protection against abuse. The 
commenters stated that the additional institutional wori<load 
to audit collection firms, to process invoices and payments, 
and the adversaria! relationships between institutions and 
cdlection firms which, they felt, would be created by this 
proposal, wouki not make this requirement cost-effective. 

Response: A change has been made. The Secretary agrees 
with the commenters that the proposed requirement may not 
be cost-effective and this provision has been deleted. 

Comment Numerous commenters responded to the Secre- 
tary's invitation to commenton whether or notthe prohibition 
against an institution using acommonly owned billing service 
and collection firm should be revoked. These commenters 
believed that allowing the use of commonly owned services 
would present a conflict of interest The commenters stated 
that revoking this prohibition would make it more advanta- 
geous for a company to pursue an account after default, 
when the percentage of return would be greater. Some 
commenters believed thatsmaller firms collect more aggres- 
sively and are more sensitive to institutional needs anJ that 
removing the prohibition would enable large firms to under- 
bid them and monopolize the provision of these services, to 
the ultimate detriment of the institutions and the loan pro- 
gram. Several commenters expressed concem that an 
environment for misuse would be created and the system of 
checks and balances would be eliminated. The commenters 
believed that deleting this requirement would also increase 
the per-dollar cost of collections, and therefore, they recom- 
mended that the regulation not be revoked. 

However, a smaller number of commenters responded fa- 
vorably to revoking the provision that prohibits an institution 
from using a collection firm and billing service that are 
commonly owned. These commenters provided the follow- 
ing reasons as to why this provision should be revoked: (1) 
Allowing institutions to use collection firms and billing serv- 
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ices that are commonly owned may improve communica- 
tions, ttius improving the efficiency of the billing/collection 
process: (2) The prohibition may sftfio and prohibit the 
establishment of consortium agreements which can be an 
effective means of performing collection efforts; (3) There 
may be a reduction In operating costs to institutions because 
it would eliminate the paperwork of sending accounts from 
billing to collection firms; (4) There would be consistency 
between the Perkins Loan and Guaranteed Student Loan 
programs; and (5) f\felntaining the regulation may prohibit 
normal effective operations and restrain trade. 

Response: No change has been made. The Secretary ap- 
preciates the comments received regarding the provision 
which prohibits institutions from contracting with commonly 
owned billing services and collection firms. After considering 
the comments, the Secretary agrees with the majority of the 
commenters that the checks and balances which this prohi- 
bition provides are necessary to protect the Tund, and 
therefore does not believe that revoking this prohibifion is 
prudent at this time. 

Comment: Several commenters responded to the Secre- 
tary's invitation to comment on whether a provision should 
be added to require an institution that contracts with a single 
firm or with commonly owned firms to perform both billing and 
collecting to obtain biennial audits of the Peridns Loan 
accounts of the firm(s). All of these commenters opposed 
this provision and stated that audits should only be con- 
ducted when and if the school needs them. 

Response: The Secretary appreciates the comments and 
does not include such a provision in the regulation. In view of 
the bonding requirement for billing services and collection 
firms, the Secretary no longer believes that the provision 
regarding biennial audits of these firms is necessary. How- 
ever, theSecretary considers periodic auditing of the institu- 
tion's accounts held by a firm to be a desirable practice. 

Comment: Several commenters suggested that defaulted 
amounts should be subject to offset of Federal income tax 
refunds by the Internal Revenue Service. 

Response: No change has been made. The Internal Reve- 
nue Service, on behalf of any Federal agency, if authorized 
by the Spending Reduction Act of 1984 (Pub. L. 98-369, 
Section 2653, 98 Stat. 1153) to offset Federal income tax 
refunds of taxpayers who owe debts to the United States. 26 
U.S.C. 6402(d). Because loan debts are not regarded as 
owed to a Federal agency until assigned to the Department 
of Education, the Secretary has no basis for requesting an 
offset for such debts againsta borrower's Federal income tax 
refund. Moreover, this authority now extends only to offsets 
of refunds payable before December 31, 1987. 

Section 674.49 Bankruptcy of borrower. 

Comment: Several commenters objected to both perceived 
and real requirements in the proposed rule regarding institu- 
tional responsibilities with regard to borrower bankruptcies 
as being overly burdensome and costly in light of costs of 
litigation and tfie expected recovery, and urged tiiat greater 
reliance be placed on institutional discretion in selection of 
enforcement actions on such loans. 

Response: The regulations require tiie institution to exercise 
due diligence in attempting to enforce a loan owed by a 
borrower who has filed for relief in bankruptcy. Generally 



speaking, they do not require tiie institution to do more tiian 
it would otherwise be required to do in tiie context of any otiier 
litigation, nor less tiian tiie Institution is already required to do 
under bankruptcy law. For example, tiie regulations require 
tile institution, upon notification of the filing of a bankruptcy 
petition, to suspend collection action outside tiie bankruptcy 
proceeding, and require the Institution, at a minimum, to 
prepare and file a proof of daim. an extremely inexpensive 
and simple step In tiie collection process. The regulations, on 
tiie otiier hand, require the institution, as a trustee of tiie 
Fund, to consider carefully tii© various enforcement actions 
tiiat other prudent creditors would take to pretect tiieii claims 
against a debtor in bankruptcy, and to take tiiose actions 
which are legally authorized and which are not expected to 
cost more tiian tiie size of tiie loan and tiie future recovery 
from tile debtor can justify. 

Institutions differ greatly in their experience witii loan colleo* 
tion in general and with bankruptcy in particular; institutions 
likewise differ in tiieir commitment to aggressive loan collec- 
tion. In light of tiiese differences and tho substantial Federal 
interest at stake in this matter it is entirely appropriate for tiie 
Department to provide in th^se rules specific guidance and 
minimum standards for tiie exercise of due diligence in tiie 
context of student loan bankruptcies, ratiier tiian leaving the 
choice of actions to tiie discretion of each institution. 

The Department recognizes tiiat realistic consideration of 
costs of litigation must be made with regard to each step in 
tiie handling of student loan bankruptcies, and tiie final 
regulations require tiie institution to make a reasonable 
estimate of tiie cost-effectiveness of an enforcement action 
with regard to a debtor in bankruptcy before it expends Fund 
and institutional assets on such litigation. 

Comment: Several commenters believbu tiiat the proposed 
rule would require tiie institution routinely to file a complaint 
to have a loan in repayment less tiian five years from tiie filing 
of tile petition determined to be nondischargeable, and 
objected tiiat tiie law does not require tiiis action in order to 
preserve tiie enforceability of tiie loan obligation. 

Response: Clearly, tiie statute places the burden of securing 
a detemiination of discnargeability on tiie debtor for tiiose 
loans falling under 1 1 U.S.C. 523(a)(8)(A), and tiie institution 
need not initiate tiie consideration of tiiat issue by filing a 
complaint to have tiie loan determined to be nondischarge- 
able. Neitiiertiie proposed rule nor tiie final rule requires the 
institution to file such a complaint in every case involving a 
nondischargeable loan. Consistent witii tiie consideration of 
litigation costs discussed eariier. Sec. 675.47(e)(5) (i) and (ii) 
permit tiie institution to charge actual costs to the Fund if it 
chooses to contest aggressively tiie discharge of a loan 
under circumstances in which tiie Department considers 
such action likely to prove cost-effective, and a contingent 
amount in otiier circumstances. The institution that chooses 
to file a complaint for a determination of nondischargeability 
under circumstances described in Sec. 674.49(c) (3), (4), 
and (5) may charge the actual amount of litigation costs to the 
Fund. In all other cases, tiie institution may charge tiie fund 
only tiiose costs not to e:;ceed one-tiiird of tiie amount of any 
judgment obtained by that action. 

Comment: Several commenters objected to tiie requirement 
in tiie proposed rule tiiat an institution include in its pleadings 
a request for judgment on tiie amount owed by the debtor In 
tiiose instances in which the school files a complaint to have 
a loan obligation determined to be nondischargeable, or 
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opposes a complaint seeking to have the loan held to be 
dischargeable. The commGnters believed that such an ac- 
tion was not appropriate in a bankrupcty proceeding. 

Response: No change has been made. Because the bank- 
ruptcy court has jurisdiction to adjudicate cases arising In or 
related to cases under the Bankruptcy Code, the court 
appears to have the power to issue an order determining the 
amount owed on a debt included in the bankruptcy proceed- 
ing. Moreover, the practical benefits of securing a judgment 
on the debt in the bankruptcy proceeding are obvious: first, 
the institution at this time definitely knows the location of the 
debtor, who either before or after the bankruptcy may be 
difficultto trace; second, the judgment tolls the running of the 
statute of limitations on the debt; and third, the action 
increases the likelihood trtat the debtor will enter into a 
reaffirmation agreement regarding the loan obligation, and 
make such an agreement, which would be incorporated In a 
consent judgment, more valuable to the institution after the 
bankruptcy is closed. Therefore, this requirement states 
what constitutes a good collection practice and has been 
retained in Sec. 674.49(c)(5)(ii). 

Comment: Some commenters believed that the institution 
should not be required in every Chapter 13 proceeding to 
seek to have the plan extended to the full five years author- 
ized under the Code, but should be permitted to seek this 
extension before those courts which appear receptive to 
such a proposal. 

Response: The comment is well taken, and this requirement 
has been deleted from the final rule; institutions are urged to 
consider this action on a case by case basis. 

Comment: One commenter believed that the regulations 
were perhaps excessively detailed regarding the institution's 
responsibilities with regard to claims of undue hardship, but 
silent on otiier grounds for excepting loans from discharge, 
such as borrower misrepresentation of financial status, and 
suggested that the institution be counseled to consider 
weighing the cost of attempting to oppose discharge on other 
grounds against the likely recovery. 

Response: The Department recognizes that in most in- 
stances the institution will lack the information needed to 
establish that a loan should be excepted from discharge 
under the false representations and fraud provisions of 1 1 
U.S.C. 523(a) (2) and (4). and therefore does not require the 
institution to undertake an investigation that might establish 
that the loan should not be discharged for such fraud. On the 
other hand, the institution as a trustee of the Fund has a 
responsibility to exercise diligence in attempting to collect 
these loans as assets of the trust, and cannot ignore informa- 
tion it has in its possession that might establish that the 
student loan debtor obtained the loan by means of false 
pretenses or a false statement of his or her financial condi- 
tion . Where the institution has information that shows that the 
debtor made such false statements, its general fiduciary 
responsibility for collection litigation requires it to protest the 
discharge on that ground where there is some likelihood that 
the debt can be recovered from thedebtor. 34 CFR674.46(a) 
(1). (2). The costs of such litigation, to the extent not recov- 
ered from the debtor, can be charged to the Fund under Sec. 
674.47(e)(5)(ii). 

Comment: One commenter pointed out that the institution 
should not be required to oppose a discharge if a Chapter 13 
debtor is unable to complete the payments required under 



the previously approved plan and seeks a discharge under 
11 U.S.C. 1328(b). as proposed eariier. because such a 
discharge, if granted, affects only loans dischargeable under 
the temis of 11 U.S.C. 523(a)(8). By not opposing such a 
request, the institution ensures that a debtor who might have 
been able to discharge his or her obligation without regard to 
the five-year, undue hardship rule in 523(a)(8) must new 
meet that test in order to have the loan discharged. 

Response: The comment is well taken, and the final rule has 
been revised to require the institution, rather than opposing 
a discharge requested under 1 1 U.S.C. 1328(b). to act only 
where that action can potentially protest the future enforcea- 
bility of the k)an and is not disproportionately costly. Thus, 
the institution should monitorthedebtor's perfomiance under 
the Chapter 1 3 plan, and identify failure by the debtor to make 
the payments required under that plan. Where the institution 
finds repeated failures to make required payments, it should 
anticipate tha^ the debtor will seek a "hardship discharge" 
under 11 U.S.C. 1326(b). Such a discharge, if granted, will 
discharge k)ans which entered repayment more than five 
years before the filing of the petition. If the institution holds 
a nondischargeable loan, it need take no action at this point; 
however, if the institution holds a dischargeable loan, it must 
then review the cost and likelihood of success of either 
moving to dismiss the case in order to preempt the expected 
request for a "hardship discharge." or waiting for. and 
opposing, that request The institution must review its own 
records and pertinent court records to evaluate whether, 
under applicable provisions of bankruptcy law, the facts in 
the case support a move to dismiss the case, or an objection 
to the requested "hardship discharge." and further, whether 
the amount the institution will spend, with the amounts 
already spent in litigating this particular bankruptcy, exceed 
one-third of the am ount of the loan debt that will be lost if the 
discharge is granted. In the case of larger, dischargeable 
loans and low-divided plans, the Department expects that 
opposition by the institution will be cost-effective, and in 
those cases, aggressive opposition by the institution Is a 
necessary element of its due diligence responsibilities. 

Section 674.50 Assignment of defaulted notes to the 
United States* 

Comment: Several commentors feltthatSec. 674.50(a)(1) of 
the proposed rule, which would have required that a note be 
in default for two years before it could be assigned to the 
United States, was too restrictive. They stated that institu- 
tions should have an option of assigning a note to the United 
States at any time after due diligence procedures have been 
performed. 

One commenter stated that the provision forassigning notes 
should be deleted from the regulations because the proce- 
dures may be a disincentive for schools to do a good 
collections job. 

Response: A change has been made. The Consolidated 
Omnibus Budget Reconciliation Act of 1985 eliminated the 
requirement that a loan must be in default for two years 
before an institution may assign it to the United States. In 
accordance with this Act. Sec. 674.50(a)(1). as proposed in 
the NPRM. has been deleted. An institution may assign a 
defaulted loan to the United States if that institution has been 
unable to collect a payment after following the due diligence 
procedures through a first collection effort, and if litigation is 
required under these rules, through entry of a judgment. The 
assignment process is not intended as a disincentive for loan 
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colloctions, but is available only If a loan cannot be collected 
after institutional collection efforts have been exhausted. 

Comment: Many commenters expressed concern with Sec. 
674.50(a)(3) of the proposed rule which permits an institution 
to assign to the Secretary only those accounts greater than 
$200. They felt that this may be a problem for two-year 
institutions and that the minimum amount should be reduced 
to $100. Some of these commenters stated that they would 
support this proposal if Sec. 674.47, "Costs dmrgeable to the 
Fund," allows institutions to cancel, forgive and cease to 
pursue accounts valued at $200 or less. Other commenters 
questioned how the accounting would be handled for ac- 
counts of $200 or less. One commenter stated that the 
accountbalancetobe assigned should be noless than $500. 
One commenter stated that no dollar minimum should be 
placed on assigned accounts. 

Response: No change has been made. The purpose of the 
provisions In the statute for assignment to the Secretary is to 
permit the Federal Government to use its recources to 
enforce the loan. Based on its experience with its current 
portfolio the Depfutment considers an account balance of 
$200 to represent the minimum account size to be handled 
effectively. The Secretary Is including a provision in Sec. 
674.47 for the write-off of account balances of $200 or less. 
Accounts that are written off should be handled according to 
nomial institutional accounting procedures; however, if a 
payment is made on an account after the account has been 
written off, tiie payment must be deposited into tiie Fund. 

Comment: Several commenters stated that tiie documenta- 
tion requirements in proposed Sec. 674.50(c) were exces- 
sive, particulariy for institutions witii default rates of lO.O 
percent or less, and should be eliminated. 

Response: A change has been made. The Secretary has 
clarified tiie regulation in Sec. 674.50(c) to state explicitiy tiiat 
all ins»"»utions must certify in writing tiiat due diligence 
required under S. bpart C has been exercised on each loan 
submitted for assignment, but that documentation support- 
ing Institutional compliance with all of tiie due diligence 
requirements need not be submitted if tiie institution has a 
default rate of 7.5 percent or les s as of June 30 of tiie second 
year preceding tiie submission period. 

Comme it: A few commenters stated tiiat tiie regulations 
should not require submission of tiie 'original promissory 
note" as part of tiie assignment procedure, since originals are 
sometimes lost in tiie process of litigation. The commenters 
proposed tiiat tiie regulations should state "certified original 
copy* of tiio promissory note. 

Response: A change has been made. The Secretary con- 
curs witii tiie commenters. The words "or certified copy of the 
original note,- have been added to Sec. 674.50(c)(2). 

Comment: One commenter opposed tiie requirements in 
proposed Sec. 674.50(c)(5) that copies of all approved 
requests for defemnent and cancellation must be submitted 
with notes submitted for assignment. The commenter be- 
lieves tiiat this proposal is neitiier feasible nor cost-effective. 

Response: No change has been made. In collecting as- 
signed loans, tiie Department frequentiy encounters dis- 
putes about alleged defennents. Adequate documentation 
regarding all such requests is tiierefore essential to the 
Governmenrs collection action In tiiese accounts. 



Comment: One commenter stated that proposed Sec. 
674.50(c)(7), requiring documentation tiiat tiie institution has 
withdrawn the account from any fimi tiiat it employed for 
address search, billing, and collection or litigation services, 
would be an unnocessary burden cr^ institutions. 

Response: No change has been made. In tiie experience of 
tiie Department, a failure by tiie Institution to recall assigned 
accounts from its collection fimis causes confusion for tiie 
debtor and tiie Department and requires a considerable 
amount of time and effort by tiie Department to correct. 
These problems justify imposing on institutions tiie added 
step of documenting tiiat tiiey have in fact done what they 
were required to do upon relinquishing their interest In tfie 
note to tiie United States. 

Comment: One commenter stated that a Chapter 7 dis- 
charge or a Chapter 13 hardship discnc^rge has no effect on 
a loan which is witiiln the five-year period, and suggested tiiat 
proposed Sec. 674.50(d)(1) should clarify that no entry of 
judgment is required if tiie loan is expected from discharge 
under 1 1 U.S.C. 523(a)(8), and should pemiit assignment of 
tills kind of loan iflitigation would not otiierwise be requi i 
under tiiese rules. 

Response: Nc change has been made. The rule requires the 
institution to secure either a judgment and a detemilnation 
by the bankruptcy court that the loan to be assigned is 
nondischargeable. orajudgmenton the loan obligation after 
entry of a general discharge order, not merely to secure an 
interpretation of the effect of a general discharge order on a 
student loan, but to make enforcement of such loans In tiie 
hands of the Government more cost-eifective. The purpose 
of the assignment provisions of the statute Is to enable tiie 
Department to recover tiie Federal investment in assigned, 
defaulted loans. 

No reasonable prospect of recovery exists on a toai*? dis- 
charged in bankruptcy, and recovery on loans which ore 
dischargeable on a showing of undue hardship can be 
expected to involve costs beyond tiiose typically encoun- 
tered in enforcing otiier defaulted loans. It is reasonable to 
expect tiiat borrowers owing a dischargeable loan assigned 
to the Government will respond to a Federal demand for 
payment not only by asserting tiie defenses tiiey might assert 
on tile loan itself, but also by seeking to reopen tiieir bank- 
ruptcy proceeding and demonstrate undue hardship. The 
institution should reasonably be expected to meet tiiose 
costs under circumstances described in tiie final rule in order 
to sustain its own Fund and to establish a credible deterrent 
to ready recourse by its borrowers to relief in bankruptcy. The 
Federal Government, which has already supported tiie Insti- 
tution's collection costs, accepts assignments in order to 
generate revenues. It is not cost-effective for it to spend tiie 
additional time and staff resources needed to deal witii these 
bankruptcy-related challenges in order to recover on tills 
particular category of assigned loans. In order to assure tiiat 
enforcement of loans included in a previous bankruptcy case 
will not be disproportionately more costly tiian collection of 
otiier assigned loans, it is reasonable to accept only tiiese 
loans for which tiie Institution, which currentiy derives finan- 
cial benefit from tiie assignment in tiie fomn of a reduced 
default rate, to secure eitiior a judicial detemnlnation of 
enforceability of tiie loan from tiie bankruptcy court, or from 
anotiier court in which tiie borrower had tiie opportunity to 
assert the defense of a discharge in bankruptcy, but failed to 
do so. 
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Comment A fewcommenters su^^gested that proposed Se& 
674.50(d)(2) be amended to petrnit assignment following 
unsuccessful efforts by an institution to collect in the courts. 
The commenters expressed the belief that this proposed 
'provision will discourage institutions from litigating dfficult 
cases. 

Response: This provision is now found in Sec. 674.50(e)(2); 
no other change has been made. For the same reasons that 
make a judidat determination of enforceability a reasonable 
condition for assignment of a loan owed by a bonower who 
has resorted to bankruptcy, a judgment is a reasonable 
prerequisite for assignment of those loans which should be 
litigated as an element in the perfomiance of the institution's 
due diligence responsibilities. The commenter, moreover, 
has kientified precisely those loans on which Ms require- 
ment is most reasonably imposed. Except with regard to 
claims of the defense of infancy, to which a variety of 
rejoinders are almost always available, in this Department's 
considerable experience in attempting collection on hun- 
dreds of thousands of assigned student loans, the cases 
described in the comment as difficult cases are difficult 
because of some action or inaction by the institution which 
the borrower claims to have caused injury and to bar enforce- 
ment of the loan obligation. It is difficult for the Government 
to respond to such charges, since the infomiation needed to 
sustain or dispute the charges is solely in the hands of the 
assigning institution, which, for any of a number of reasons, 
may not provide the Infomiation to the Department as needed 
to rebut effectively the defense and recover on the loan. Not 
only does the Department typically lack the information 
needed to respond to borrower defenses, but it is hardly fair 
for the institution to derive the benefits now available from the 
assignment while the Department bears the expense and 
litigative risk in pursuing the borrower on these loans. 

Comment Several commenters believed that proposed Sec, 
674.50(f). wh ich would require an institution to indemnify the 
Fund for any note found to be unenforceable after assign- 
ment, was unnecessaiy and vague and should be elimi- 
nated One commenter believed that the term 'indemnify" 
legally means that some type of insurance must be provided 
in case the note is note legally binding instrument, and that 
the statute does not require an institution to purchase insur- 
ance. One commenter believed that State laws which pro- 
vide that no officer or agency of the State may contract any 
indebtedness on behalf of the State or assume to bind the 
State In an amount in excess of the amounts appropriated by 
the legislature unless expressly authorized by law. pre- 
vented compliance with the indemnification requiremt^nis in 
the proposed rule. 

Two commenters believed this requirement was unfair un- 
less, in the event that an assigned account is found at a later 
date to lack needed documentation, the Department were to 
provide, at the request of an institution, a second review of 
the loan account and the institution's performance of due 
diligence before making a final determination. 

One commenter questioned the unilateral determinatton of 
unenforceability in proposed paragraph (f). The commenter 
questkKied the definition of legally unenforceable" and 
asked whether an account is considered to be legally 
unenforceable* when the statute of limitations has expired 
but when the account is still considered by the institution to 
be a viable obligation which may be collected through such 
nonjudicial remedies as offset and withholding of services. 



Response: No substantive change has been made. The 
provision that the Secretary may detennine. with or without 
a judk:ial determination, that an assigned loan is not legally 
enforceable and that the institution must reimburse the Fund 
for the amount of the k)an he determines to be legally 
unenforceable, rests on the nature of the institution's respon- 
sibilities as a trustee of the loan Fund. By accepting respon- 
sibility for the administration of the loan Fund, the institution 
accepted a fkiuciary responsibility with regard to the admini- 
stration of assets of the Fu nd. Including the duty to make and 
collect k>ans from the Fund in a competent manner, and the 
duty to avoid actions which would undemiine or destroy the 
value of the k>an obligations, which obvk>usly constitute the 
primary asset of the loan Fund. The responsibility of tiie 
institution as trustee of Fund assets has long been recog- 
nized by the Department, and these particular applications of 
that responsibility rest on traditionally recognized principles 
of common law. Moreover, as the grantor of this trust and its 
residual beneficiary, the Department obviously has the au- 
thority and responsibility to identify those instances in which 
Fund assets have been lost or rendered valueless because 
of the actions or omissions of the institution, and to demand 
tiiat the institution reimburse the Fund for the amount of loss 
caused by tiiat act or omission. 

The comments tiiat the use of ^e term Indemnify" implies 
that the institution must secure iisurance for its actions witii 
regard to the Fund, and that tiic statute does not authorize 
the imposition of such a cost, plainly miss this point, as does 
the comment tiiat an institution need not comply witii this 
provision if it Is subject to a State law limiting tiie autiiority of 
a State officer or agency to agree to i ndem nify another unless 
funds are appropriated for tiiat purpo'io. The proposeu rule 
did not require an institution to secure an insurance policy for 
itself, or to enter into some new indemnification agreemt^iit 
with tiie Department. The rule merely articulated tiie respon- 
sibility the institution has already assumed by virtue of its 
existing relationship witii tiie Department witii regard to the 
Fund, To avoid misunderstanding, however, the final rule 
replaces the words 'indemnify tiie Fund* witii the more 
general temns "reimburse the Fund* to describe the respon- 
sibilify of the institution. 

The comment tiiat legally enforceable" means enforceable 
by lawful means, as opposed to merely enforceable by 
lawsuit, is well-taken, and tiie Secretary v/ishes to clarify tiiat 
to the extent tiiat the Department has collected an assigned 
k>an, particulariy by offset against a Federal tax refund, tiiat 
k)an was legally enforceable, whetiior or not tiie judicial 
statute of limitations had expired on tiie loan. Opportunities 
for offset by tiie Secretary are, at tills time, quite limited: tiie 
statutory autiiorify for tax refund offsets now extends only 
tiirough December 31 , 1987, and the only otiier prospect for 
offsets lies witii tiiose payments due to debtors who are 
kientified as Federal employees. 

As a practical matter, tiierefc"^, the term "enforceable,* as 
used in these regulations, now means enforceable by tiie 
Secretary by way of lawsuit. Recent amendments to tiie Act 
may make tiiis issue as it involves application of the statute 
of limitations moot for tiie present: section 484A of tiie Act, 
added by Pub. L. 99*272, provides a six-year limitation 
period, commencing on the date of assignment of tiie loan 
to the Secretary, for suits by tiie United States to enforce 
assigned loans. 20 U.S.C. 1091a(a)(4)(C). Consistent witii 
case law goveming tiie applicabilii) of statutes of limitation, 
tiie Secretary considers this statute to provide the United 



states a full six-year period for collection Ktigatbn, from the 
date of assignment, whether or not any period of limitation 
previously applicable to that account had expired. Because 
of this provision, therefore. It does not appear likely that the 
loans assigned in the near future under this regulation will be 
unenforceable by virtue of the running of a statute of limita- 
tions. 

As to other defenses, such as misrepresentation or failure of 
consideration, however, the United States asassigneo of the 
toan enjoys no special protection. Moreover, unlike ques- 
tions of the running of the period of limitations, which are 
more typically resolved with a uiinimum of documentation, 
the United States is unavoidably and totally dependent on the 
institution when confronted witfi defences raised by debtors 
based on claims of fraud, misrepresentation, and various 
forms of failure of consideration. Defending against these 
kinds of char^ges will require the United States to expend a 
considerable amount of time and effort In retrieving from the 
institution documents that may have been lost or discarded 
and identifying witnesses who may long since have left Its 
employ or had their recollection dimmed by time. The Secre- 
tary therefore considers it reasonable to require the institu- 
tion to reimburse the Fund in those cases In which he 
determines that allegations of these kinds of defenses are 
credible and would make succef;<iful enforcementof the loan 
doubtful. The institution will acquire title » the loan note upon 
making reimbursement to the Fund, if the institution dis- 
agrees with the determination that the loan is not enforce- 
able, it mny then attempt to secure a judgment on the loan in 
order to make its elf whole for the reimbursement to the Fund. 

The Secretary wishes to recover on assigned loans to the 
greatest extent practical and cost-effective, and has no 
interest In peremptorily finding a tean io be uneforceable. The 
Secretary therefore has every reason to permit an institution 
to supplement its documentation on a previously assigned 
account where doing so would not jeopardize Federal efforts 
to enforce the toan. Because it is in the interests of both the 
Department and the institution to handle this sort of supple- 
mentary action on an informal and expedited basis, the 
Secretary sees no need to prescribe procedures in these 
rules to govem this l-ansaction. 

Comment: Several commenters objected to the proposed 
Sec. 674.50(g) which would require an institution to consider 
a tean in default after assignment, if the rule means that after 
an account is assigned, the institution must still withhold 
registration, transcripts, or placement services from that 
debtor. The commenters stated that assignment terminates 
the Institution's title and equity in the toan. leaving no legal 
basis for taking further action against tho borrower. One 
commenter recommended that if this provision were to be 
implemented, the Department should indemnify the institu- 
tion for any suit filed by a borrower against the institution 
based on collection efforts aftor assignment Two commen- 
ters asked what effect this paragraph would have on the 
institution when computing the default rate. One commenter 
stated that the Institution should not be required to classify 
the borrower in default status for the purposes of reporting, 
default rate catoulation and funding. 

Response: A change has been made. The Secretary fias 
amended Sec. 674.50(h) of the final regulation by clarifying 
that no further financial aid should be awarded to a borrower 
whose defaulted Perkins Loan(s) have been assigned un- 
less the borrower has made satisfactory arrangements to 
repay. This is required under section 484(a)(3) of the Act 



The institution need take no further action to collect the loan. 
The Institutional default rate will be calculated each year on 
the basis of information provided in the annual Rscal Opera- 
tions Report as of June 30. Notes reported as havir>g been 
assigned and accepted by the U.S. Government are not 
included In the instituttonal default rate. 

Comment: Several commenters stated that money collected 
on assigned notes after the costs of collection have been met 
should be redistributed to institutions according to the fair 
share process. 

Response: No change has been made. Although section 
463(a)(5)(B) of the Act permits the Secretary to reallocate 
those amounts to institutions, the Secretary does not intend 
to Implement this authority at this time because of tho 
overarching need to reduce the Federal deficit and the 
continuing high subsidy of Perkins loans. 

SUMMARY OF COMMENTS 

December l, 19C7 Summary of Comment* and 
Supplementary Information 

SUPPLEMENTALINrGRMATION:TheSecretarypublished 
a notice of proposed rulemaking for the campus-based 
programs in the Federal Register of February 27, 1985, 50 
FR 8050-8086. Since the publication of that NPRM, the 
statute authorizing these programs, the Higher Education 
Act of 1965 (HEA), has been significantly amended by the 
Higher Education Amendments of 1986 and the Higher 
Education Technical Amendments Act of 1987. The regula- 
tions have been revised to conform to the new statutory 
amendments and have also been revised In accordance with 
public comment The foltowing discusses the s'*atutory 
changes. Changes made as a result of public comment on 
the proposed regulations will be discussed In the appendix to 
these final regulations. 

Conforming Changes to All Three Program Regulations* 

The foltowing Is a description of the changes made in 
all the proposed regulations to confomi those regulations to 
new statutory provisions. 

Sections 674,3, 675 1, 676.3 Application and §§ 674.4, 
675.4,676.4 Allocation and reallocation. 

The method of allocating funds to institutions under 
each program has been changed under each program stat- 
ute. Instead of apportioning funds among the States and 
then allocating funds to institutions from each State*s appor- 
tionment funds are allocated directiy to institutions under a 
statutory formula which makes no provision for appeals. 
Accordingly. § .3 through § .7 of each proposed regulation 
have been deleted and replaced witii new § .3 and § .4 to 
reflect these statutory changes. 

Sectton .3 of each regulation notifies institutions in 
general terms about the infomfiation that tiiey must provide 
when they apply for funds. Section .4 of each regulation 
refers to the statutory section goveming the allocation and 
reallocation of funds for that program insteadof repeating the 
statutory fonnula. Those sections are section 462 of the HEA 
for the Perkins Loan program, section 442 of the HEA for the 
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CWS program and section 413D of the HEA for tho SEOG 
program. In ackition, each §.4 defines terms that are needed 
by the Secretary to carry out each program's allocation and 
reallocation and clearly articulates current and longstanding 
Department policy regarding the duration of the Institution's 
authority to expend program funds. 

Sections 462, 442, and 413D of HEA apply to the al- 
location of funds starting with the 1968*89 award year. 
Therefore, the Secretary has allocated funds to institutions 
under these programs for the 1987-88 award year in accor- 
dance with the procedures required for those allocations by 
Pub. L 99-500, the Continuing Resolution for Rscal Year 
1987. 

Sections 674.9, 675.9, 676.9 Student eUglHMIty. 

These sections were reorganized to contain only pro- 
visions specific to each program. Provisions common to all 
the Title IV HEA programs are now ccntr'ied in the Student 
Assistance General Provisions regi lations, 34 CFR Part 
668. 

Sections 674.10, 675.110, 676.10 

Selection of Students for Loans, 

Selection of Students for CWS 

Employment, Selection of Students for SEOG Awards. 

If an Institution's allocation of funds is directly or 
indirectly based on the finandal need demonstrated by 
students attending the institution as less than full-time stu- 
dents, the Institution must award a reasonable proportion of 
its allocation to those students. This requirement applies to 
all institutions that pemiit students to enroll on less than a full- 
time basis. 

Sections 674.11, 675.'51, 676.11, 674.12, 675.12, 676.12, 
and 674.13» 675.13, 676.13 of the proposed regulations. 
Allowsble costs of attendance. Calculation of expected 
family contributions. Need analysis systems. 

Beginningwith the 1988-89 award year, a stud^^nl's fi- 
nandal need, reflecting his or her expected family contribu- 
tion (EFC) and cost of attendance for each of the campus- 
based programs, must be calculated in accordance with Part 
F of Title IV of the HEA. Therefore, the provisions dealing 
with a student's cost of attendance, the calculation of an 
expected family contribution, and need analysis system that 
were indudedas§§674.11, 675.11, 676.11, 674.12,675.12, 
676.12, and 674.13, 675.13, 676.13 In the proposed regula- 
tions have been deleted. Because Part F of Title IV of the 
HEA Is so specific, the Secretary has not republished those 
statutory provisions in these regulations. However, § 674. 12 
provides the Perkins Loan program maximum loan limits and 
§ 674.13 describes the condition under which an institution 
must reimburse its Fund. 

For the 1987-88 award year, under the Student Finan- 
dal Assistance Technical Amendments Act of 1982, as 
amended, institutions must continue to calculate a student's 
expected family contribution using one of the 32 need analy- 
sis systems that the Secretary has approved for that purpose 
in the notices published in the Federal Register of January 
30, 1987, 52 FR 3091. and the Federal Register of February 
26, 1987, 52 FR 5816. Similariy, Ih accordance with the 



Student Finandal Assistance Technical Amendments of 
1982, as amended, the cost of attendance provisions that 
were in effect for the 1986-87 award year will continue to 
appV In the 1987-88 award year. 

Sections 674.14, 675.14, 676.14 Overaward. 

The proposed rule would have permitted the individ- 
urJ to exdude certain portions of Guaranteed Student Loans 
(GSL) and PLUS loans from tho resources that must be 
considered by the institution. The GLS program statute, as 
amenc^. now provides that an applicant for a subsidized 
GSL oualifies for that loan only if the applicant's cost of 
attendance exceeds his or her expected family contribution 
(EFC). However, the amended statute penults an applicant 
to usee PLUS, SLS, or a loan made under a State-sponsored 
cr private loan program to meet this EFC requirement The 
Secretary has therefo.^ revised the proposed rule accord- 
ingly: The institution n^.ust now consider all GSL loans as 
resources and may substitute only these enumerated loans 
for the applicanrs EFC. Further, to clarify the resources to oe 
considered, this section has been revised to articulate cur- 
rent policy that all Title IV assistance, induding Pell Grants, 
SEOG and other governmental grants and scholarships, are 
to be counted as resources. 

In addition, §§ 674.14 and 676.14 provide that when 
an institution makes an overaward for which it is not respon- 
sible to re pay, it must make a reasonable effort to recover that 
amount from the redplent. The Secretary regards a reason- 
able effort to indude a written demand for repayment In which 
the institution notifies the recipient that he or she owes a 
refund of the overawarded aid and that failure to repay that 
amount will render the individual ineligible for further Titio W 
aid by virtue of sectio" 484 of the HEA. 

Conforming Changes to the Perkins Loan Program 
Regulations— Perkins Loans and Direct Loans 

Changes made to Title IV-E of the HEA by the Higher 
Education Amendments of 1986 Included changing the name 
of the program from the National Direct Student Loan Pro- 
gram to the Peridns Loan program. In addition, section 
405(b) of the Higher Education Amendments of 1986 made 
certain provisions in the Peri<ins Loan program applicable 
only to loans made on or after July 1, 1987 to *new" borrow- 
ers. The Secretary refers to these loans in the regulations as 
Perkins loans and has defined a "Perkins loan" as follows: 

A loan made under Title IV-E of the HEA to cover the 
cost of attendance for a period of enrollment beginning on or 
after July 1, 1987, to an Individual who on July 1, 1987, had 
no outstanding balance of prindpal or Interest owing on any 
loan previously made under Title IV-E of the HEA. 

Loans made under the Perkins Loan program to other 
than new borrowers will continue to be known as Direct 
loans. The Secretary has defined a "Direct loan' as follows: 

A loan made under Title IV-E of the HEA after June 30, 
1972, which does not satisfy the definition of "Peri('ns loan." 

These definitions will be found in 34 CFR Part 668, 
and a>e therefore not Included in these regulations. 
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Section 674.2 Definitions 



Section 464 of the HEA has been amenrfed to provide 
a ninennonth initial grace period for Perkins loans, and the 
regulatory definition of grace period has been revised. An 
initial grace period Is a period which immediately precedes 
the date of first required repayment on a loan. A post- 
deferment grace period is a period of six consecutive months 
which immediately follows the endof certain periods of defer- 
ment and precedes the dale on which the borrower is 
required to resume repayment on a loan. 

Section 674.9 Student eligibility. 

Section 484(b) of the HEA has been amended to 
require each undergraduate applicant for a loan under the 
Perkins Loan program to secure at least a preliminary 
determination of his or her eligibility for a Pell Grant. Section 
674.9 has been amended to include this requirement 

Section 674.10 Selection of students for loans. 

Section 463 of the HEA has been amended to require 
that instituu'ons agree to provide loans on a priority basis to 
students with exceptional needs. 

Section 674.12 Loan maximums. 

The maximum cumulative amounts a student may 
borrow have been increased under revisions to secton 
464(a) of the HEA and these new limits have been included 
in § 674.12. The maximum amount an eligible student may 
borrow is increased to $4,500 lor a student who has not 
compla^d two academic years of study toward a baccalau- 
reate degree, $9,000 for a student who has completed two 
a'^demfeyears of study for a baccalaureate degree buthac 
not received the degree, and $18,000 for study toward a 
professional or graduate degree, including loans borrowed 
for undergraduate study. 

Section 674.16 Making and disbursing loans. 

Section 463A of the HEA has been revised to require 
disclosure, at the time of disbursement, of the total cumula- 
tive balance owed by the borrower to that lender, and an 
estimate of the projected monthly payment for such a cumu- 
lative balance. These requirements have been added to $ 
674.16. ^ 



Section 674.17 Federal Interest In allocated funds- 
transfer of Fund. 



The Secretary is considering developing tht capabil- 
ily of collecting loans directiy in the event that an institution 
closes or no longer wants to participate in the program. 

Section 674.19 Rscal procedures and records. 

The Secretary has expanded this section to darify the 
manner in which Perkins Loan funds must be deposited. 



These funds must be invested in insured or collateralized 
interest-bearing bank accounts or in low-risk income-pro- 
ducing securities such as obligations issued or guaranteed 
by the United States, and the institution must exercise the 
level of care in making these investments required of a fidu- 
ciary. Any bank charges incun^d from depositing these 
funds into interest-bearing accounts may be paki from the 
interest eamings on these funds. 



Section 674.31 Promissory note. 

Section 464 of the HEA has been revised to provkte 
for a late charge of up to 20 j^orcent of the installment 
paymentfor costs incun^d during the billing cycle for Title IV- 
E loans made for periods of enrollment on or after January 1 , 
1986 and this change has been included in § 674.31. 

Section 674.32 Special terms— loans to less than half* 
time student borrowers. 



Section 484(a) revised the limitation that a student 
must be enrolled on at least a half-time basis to be eligible for 
Title IV aid, and new § 674.32 incorporates the terms of loans 
to borrowers who enroll for less than half-time study. The 
statute has provided a specific grace period before the 
borrower must begin repryment on Perkins toans so that the 
borrower may have an opportunity to find or resume emptoy- 
ment before bearing the burden of repayment The Secre- 
tary has determined that borrowers who receive loans while 
enrolled on a less than half-time basis should receive this 
same benefit, and therefore, the repayment period on a toan 
toaborrower enrolled on alessthan half-time basis begins— 

(1) On the date of the next scheduled installment 
payment on any outstanding loan to the borrower; or 

(2) If the borrower has no outstanding loan, at the 
eariier of— 

(a) Nine months from the date the loan was made, or 

(b) The end of a nine-month period that includes the 
date the loan was made and began on the date the borrower 
ceased enrollment as at least a half-time student at an insti- 
tution of higher education or comparable institotior^ outside 
the United States approved for this purpose by the Secretary. 

Section 674.34 Defermentof repayment— Perkins loans. 

Section 464 has been revised to add new deferments 
for a Perkins loan borrower: 

• For a period of up to 3 years during which time the 
bon-ower is a member of the National Oceanic and Atmos- 
pheric Administration Corps; 

• For a period of up to six months while the borrower 
is on parental leave; and 

• For a period of up to 1 2 months for a borrower who 
is a mother with fr;eschool age children and is just entering 
or reentering the work force and is compensated at a rate that 
does not exceed $1 in excess of the rate prescribed by 
section 6 of the Fair Labor Standards Act of 1938. 



In addition, deferment previously available to a bor- 
rower who is unable to secure employment because the bor- 
rower is providing care (such as continuous nursing orut^er 
similar services) required by a spouse who is disabled was 
expanded to include provision of care to a disabled "depond* 
ent.* The final regulation will use the lem "dependenr to 
reflect this revision. 

The Higher Education Technical Amendments of 1 987 
(Pub. L. 100-50. June 3. 1987) authonzed a new internship 
determent Under the new provisions, a borrower may defer 
payment for up to two years while serving in an internship 
program that leads to a degree or certificate awarded by an 
Institution of higher education, a hospital, or a health care 
facility that offers postgraduate training. The current GSL 
regula&>ns. 34 CFR 682.210(g). published in the Federal 
Register on November 10. 1986, andeffective December 24. 
1986. provide that a borrower qualifies for an intemship 
deferment only if the intemship program requires the bor- 
rower hold at least a bachelor's degree before beginning 
the program, and is a program that a State licensing agency 
requires the bon'ower to complete before it will certify the 
indvidual for professional practice or service. 34 CFR 
682.210(g)(1)(n).(in). Since publication of this legulation. the 
Department identified certain States that do not require the 
completion of medical internships as a condition for licensing 
orcertification to practice. Because the regulation limited the 
intemship deferment to borrowers who were serving intern- 
sHips required by State authority, studecisin these States did 
not qualify for intemship deferments. The Department re- 
gards the enactment in June 1987 of this amendatory lan- 
guage in both Perkins and GSLP statutes establishing an 
additiortat intemship deferment for an individual who is not 
required to complete an intemship program before being 
eligible to practice as a legislative oveniiling of this pa-^cular 
limitation in GSLP regulations, and not the other limit in those 
regulations: Namely, that the program require at least a 
bachelor's degree as a prerequisite for acceptance into the 
program. 34CFR682.210(g)(1)(ii). Therefore, the Secretary 
has included the new internship deferment in these regula- 
tions, but continues to require that the internship require that 
the borower hold at least a bachelor's degree before begin- 
ning the intemship program. 

These additions have been incorporated in §674.34. 

The deferment procedures proposed in the NPRM 
have been revised in order to simplify them and make them 
consistent with current Department policy regarding the 
effect of a default op a k)an. The proposed rule permitted the 
institution to regard a bon'ower who did not make scheduled 
payments and <^d not apply for a deferment as in default on 
the loan, and to accelerate that loan. If the loan was 
accelerated, the institution could not grant a deferment for 
any repayments due after the date of acceleration. If the 
defaulted loan had not been accelerated, the institution could 
grant a deferment if the borrower repaid the entire past*due 
amount. 

On September 22. 1986 the Department revised its 
rules regarding the effect of a default on the borrower's ability 
to quality for new Title IV aid. 34 CFR 674.2. 51 FR 33726. 
Under this revised rule, now in effect, a borrower who has 
failed to make a required payment is in default for purposes 
of determining both the default rate of the institution and the 
bomswer's status for new aid. unless the borrower executes 



a new written repayment agreement for that loan. 34 CFR 
674.2. The Department intended that institutions have 
considerable discretion over the terms of the new agree- 
ment In order to encourage Institutions to adopt those terms 
warranted by a ben-ewer's repayment pattem before default, 
the Department urged institutions to require the defaulter to 
repay immecfiately some or all of the past-due amounts on 
the loan as a term of. or condition for, such anew agreement 
It is important, however, that the borrower understands that 
once a new repaymentagreement is executed, and he or she 
fails to make required payments when due, the loan will 
Immediately revert to default status. 

This cure procedure is available, if the institution 
chooses, even after a loan has been accelerated. It is 
consistent with that policy to permit the institution to give a 
deferment to a borrower after his or her loan is in default if the 
bon'ower cures the default by executing a new written repay- 
mentagreement and meets any concfitions set by the institu- 
tion for the agreement, such as immediate payment of some 
or all of those installment payments scheduled to be made 
before the bon'ower demonstrated to the institution that a 
condition existed that might qualify him or her for a defer^ 
ment 

This revision imposes no adcfitional burden on the bor- 
rower or the institution beyond that proposed in the NPRM 
and. in fact, grants greater discretion to the institution. The 
Secretary intends tiiat this final rule apply to all requests for 
deferment received by institutions after the effective date of 
this final rule, regardless of the date on which the loan was 
made. The Department has always regarded the availability 
of defennents as a matter of righ^ only upon timely request 
and timely, satisfactory documentation that the borrower 
qualified for the defennent; neither the proposed rule nor this 
final rule represents any change in that policy. 

The final rule also clarifies that defennents apply only 
after the bon'ower is required to begin repayment; the repay- 
ment period begins six or nine months after the boniower 
ceases half-timr enrollment At times a bon'ower may 
neglect to notify i^.e institution that he or she has continued 
studies and remained at least a half-time student at another 
institution. Regardless of that failure, the borrower was not 
required to begin repayment until those later stucfies were 
completed. The instibtion holding the loan may reasonably 
have concluded that the repayment period on that ban had 
started, and may have demanded payment from the bor- 
rower. Under these circumstances, the bon'ower may mis- 
takenly characterize his or her request for relief on the 
grounds of student status as a request for deferment, when 
it is actually no more than a request that the institution 
recognize the fact that, because the bon'ower had not ceased 
half-time enrollment status, the repayment period had not yet 
started. The bon'ower may submit proof at any time, even 
after a loan has been accelerated, that the repayment period 
on the loan began at a later date than was originally calcu- 
lated, and the institution must recalculate that date upon 
receiving such proof from the bon'ower. The final rule 
articulates this long-standing Department interpretation that 
a bon'ower whose loan is regardc-d as in default has the right 
to the CO n'ect calculation of the start of the repayment period. 
However, the rule also articulates the Department's policy 
that the bon'ower remains responsible for payments that 
would have been due in any event, and that the institution is 
under no obligation to grant a deferment with regard to those 
past-due payments, and may immediately enforce its de- 
mand for those payments. 



7-1 



62 



Section 674.57 Cancellation for volunteer service- 
Perkins loans. 

The 1986 amendments authorize an Institution to 
cancel up to 70 percent of a borrower's Perkins loan plus the 
Interest on the unpaid balance for service as a volunteer 
under the Peace Corps Act or the Domestic Volunteer 
Service Act of 1973. Rfteen percent of the total principal 
amount of the loan plus interest on the unpaid balance may 
be cancelled for each of the first and second twelve-month 
periods of service and 20 percent may be cancelled for each 
of the third and fourth twelve-month periods of service. 

Summary of Comments and Responses to the Notice of 
Proposed Rulemaking— Parts 674, 675, AND 676— 
General. 

Section .2— Definitions— "Undergraduate Student/ 
Graduate or Professional Student.'* 

Comment: Many commenters requested clarification 
regarding the classification of students enrolled in a com- 
bined undergraduate and graduate program. 

Response: A change has been made. Under the 
definition of an undergraduate student, a student who is 
enrolled in a combined undergraduate or graduate program 
is considered an undergraduate student for the first four 
years of that program. 

Section .14— Overaward. 



Comment: Many commenlers disagreed with the 
provision which disallows excess earnings from CWSjobs to 
substitute for the expected family contribution (EFC). The 
com mentors argued that it is illogical to allow students to 
substitute for EFC by increasing their debt while not allowing 
them to earn their EFC by working. 

Response: No change has been mude. A sludenrs 
EFC represents an amount which the sludenrs family is 
reasonably able to contribute toward his or her cost of 
attendance. A student is eligible for CWS employment only 
if the student demonstrates financial need (that is, the stu- 
dent's educational costs exceed the student's expected 
family contribution). CWS earnings may not exceed his or 
her demonstrated financial need. Since the EFC itself is one 
of the components used in determining financial need, it Is 
illogical to allow excess earnings to be used to satisfy the 
EFC. Note that demonstration of financial need is not a 
requirement for largely unsubsidized loans such as PLUS or 
SLS (Supplemental Loans for Students). 

Section .16— Making and Disbursing Loans: Payments 
to Students; and Payments of an SEOG. 

Comment: Many commenlers supported '' ^ pro- 
posal to delete the requirement that an institution ; jt a 
written acceptance of the financial aid from the ^^jent. 
Three commenlers recommended that the inslilullon inform 
the students of the option to accept or deny all or part of the 
aid package and provide a lime frame for response. Several 



commenlers opposed this deletion stating that without a 
signed acceptance, students would later dispute the award, 
especially a loan. 

Response: No change has been made. The Secre- 
tary emphasizes thai before an institution makes a disburse- 
ment to a student, the Institution is required to provide the 
student with certain disclosure information. In addition, a 
borrower must sign the promissory note for each advance 
under a Direct or Perkins loan, and each CWS payment must 
be made by check or similar instrument that a student must 
endorse In order to cash. Therefore, no further record of 
acceptance is necessary. If the institution is concemed that 
thesludentwould lalerdispute that he/she didnot receive the 
award, it is free to require that the student sign a written ac- 
ceptance for each disbursement 

Comment: Many commenters opposed the proposed 
time frame of advancing payments of SEOG and Direct/ 
Perkins loans in § .16. The reasons cited were (1) the 
propoc^dl does not recognize educational expenses vvhich 
are incurred before the beginning of the period of instruction; 
(2) the proposal will lead to a large number of overpayments; 
and (3) should a student withdraw, the grace period would 
begin and the institution's refund policy woukl apply any 
amount toward the student's outstanding prindpaL Several 
commenters recommended that each institution be allowed 
the flexibility of crediting accounts to accommodate its own 
billing system. 

Response: No change has been made. Under the 
previous regulation, an institution could disburse an SEOG 
or Perkins loan only at the beginning of or within a payment 
period (first day of classes). These regulations give greater 
flexibili^ to institutions regarding the disbursement of SEOG 
and Perkins loans and are consistent with the long-standing 
Pell Grant program policy of allowing an institution to ad- 
vance funds directly to a student ten days before the begin- 
ning of classes and to credit a student's institutional account 
three weeks before the first day of classes. They accommo- 
date the need of a student to pay educational expenses 
incurred before the beginning of a period of instruction. 

If the institution chooses to exercise its right to make 
advance payments, it must accept the responsibility from any 
resulting overpayment Therefore, should a student with- 
draw before the first day of classes, all monies disbursed are 
considered to be an overpayment and must be restored to 
the relevant program account 

Comment: Numerous commenters disagreed with 
the proposal in § 675.16 that the institution shall not obtain a 
students power of attorney to authorize any disbursement of 
funds or crediting of funds to a student's accounts. Most of 
these commenters cited the large number of students in their 
overseas international programs and stated that mailing 
checks instead of crediting the accounts is unduly cumber- 
some and hazardous and would cause delays to the aid 
recipients. Some commenlers also dted instances in which 
students are studying in off-campus programs that may be a 
great distance away. One suggestion that was made to 
change "shall not oblan" to "shall not hold." Most of the rec- 
ommendations were to include an "exceptional conditions" 
clauso that would allow institutions to obtain a student's 
power of attorney for students studying abroad or a great 
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distance. One comnr^enter noted that •waiver of endorse- 
ment" authority is available, and stated that the student 
should have the choice between the use of that waiver and 
a power of attorney. 

Response: A change has been made. In order to ac- 
commodate unusual circumstances, the regulation has been 
revised to allow tiie institution to obtain a student's power of 
attorney for purposes of authorizing disbursements of funds 
only after obtaining the Secretary's approval. 

Section .19— Fiscal Procedures and Records. 

Comment: Numerous commenters objected to the 
proposal in § .1 9 which requires the institution to maintain the 
source documents in hard copy or on microfilm. The com- 
menters believe this negates the progress already made in 
electronic record-keeping. Hard copies of microfilm back- 
ups are not required In private Industry for audit purposes. 
Other commenters suggested that "source documents'* be 
changed to "promissory notes" and "microfilm" be changed to 
•microforms" in order to include other methods of storage. 

Response: A change has been made. Except as 
spedfically notedj'n the rule to the contrary (e.g., loan 
documentation) institutions will not be required to maintain 
source records In their original fomi, but may retain this 
informfciiion in either hard copy or microforms. 

Public CommentfandDepartmentalResponses Relating 
to Part 674 (Perkins Loan) 

Section 674.8-*Program Participation Agreement. 

Comment: Many commenters objected to the pro- 
posal ir.§674.8 requiring the institution to restore to the Fund 
the outstanding principal balance, accrued interest, and any 
administrative cost allowance it received if the Institution 
improperly disbursed the loan or failed to exercise due 
diligence in its collection. The commenters recommended 
that repayment be required only when a financial loss to the 
Government occurs and stated that repaying the administra- 
^ye cost allowance taken on these awards would be admin- 
istratively burdensome. One of these commenters sug- 
gested that a 3% allowable error and omissions rate be 
allowed. Also, the commenters suggested there is no due 
process altowed before the institution is roquired to return the 
funds. 

Response: A change has been made to clarify the 
intent of the rule. The subject of institutions restoring monies 
to the Fund has been clarified and moved to § 674.13— 
Reimbursement to the Fund. The Secretary intends by this 
rule to require the institution to restore amounts lost to the 
Fund because of the conduct of the institution or its agents. 
The relationship of the institution to the Fund has long been 
characterized by the Depa^ment as a trust relationship. This 
rule applies to that relationship traditional principles govem- 
ing the responsibility of tnjstees for losses of trust as-sets 
caused by their acts or omissions. As such, the rule codifies 
existing Department views on the consequences of that 
responsibili^, but does not adopt any new principle or create 
any new ground of liability. 

Under these principles, the institution as trustee is re- 
sponsible for restoring to the trust those funds used in 



violation of the directions of the party establishing the trust, 
the Department Section 674.1 3(a)(1) addresses the institu- 
tion's responsibility with regard to those loans or portions of 
loans which the borrower was not eligible to receive. These 
disbursements include overawards caused by a failure to 
review infonnation available to the institution, such as other 
aid awarded to the individual in excess of need. See also 34 
CFR 674.14(c)(2). The institution is likewise responsible, 
under this principte, for loans to individuals who were not 
eligibte for a loan if the institution should have discovered that 
fact by a review of information in Its own records, such as 
records regarding academic progress, repayment status on 
prior loans held by the institution, and immigration status. 

The Institution as trustee is also responsible for exer- 
cising reasonable care in making loans and due diligence in 
attempting to enforce the loans. Section 674.13(a)(2) ad- 
dresses the institution's responsibility with regard to loans 
that it made in the proper amount to eligible bon^wers, but on 
which it failed to exercise due care In collecting. The revised 
rule recognizes tliat for these loans, financial lossto the Fund 
occurs only in the eventof default, and requires the institution 
to restore to the Fund that full unpaid portion of the loan with 
regard to which the institution failed to exercise reasonable 
care in disbursing, recording, or attempting to collect The In- 
stitution receives no credit for utC ins titutional share of the un- 
collectabte loan under this provision precisely because it had 
committed that ICC to the Fund for future lending: the loss to 
the Fund includes the share of the uncollected loan derived 
from the ICC, and the institution as trustee is required to 
compensate the Fund for the loss. For example, the institu- 
tion is responsible, under this principle, for that portion of a 
loan evidenced by a promissory note that v.'as altered, 
unsigned, or lost, or which lacked bon^wer acknowledge- 
ment of all advances of loan funds. If the institution uses a 
note that incorporates the repayment schedule, the Institu- 
tion likewise makes itself responsible for due care In execut- 
ing and retaining that schedule. 

The rule also regards a failure to comply with the regu- 
latory collection requirements as a cause of the loss to the 
Fund on an outstanding defaultedloan. Examples of failures 
to exercise due diligence include any failure to take the 
following actions in a timely and effective manner: To skip 
trace promptly, to engage a collection fimi, to sue a gainfully 
employed or othenvise solvent debtor, to report to a credit bu- 
reau, or oppose an undue hardship petition in bankruptcy 
when such opposition is well-grounded and cost-effective. 

In some instances, the connection between the insti- 
tution's conduct and the loss on the loan is fairiy clear. For 
example, the causal connection is reasonably clear where 
the institution does not sue a gainfully employed debtor 
whom the institution or its agent had located and whom it 
could have sued, and the applicable statuta of limitations 
later runs so as to preclude effectively subsequent attempts 
to collect by lawsuit. Because the failure to sue here is so 
directly related to the lack of recovery, there is little reason for 
not holding the institution liable for the loss. On the other 
hand, a lack of causal connection may be equally clear !n 
other circumstances. For example, if the institution failed to 
sue a gainfully employed debtor and the statute of limitations 
ran out on the debt, there is clearly a loss to the Fund. How- 
ever, If the institution was now able to show that this debtor, 
at the time suit should have been brought, received a 
discharge of the loan in a Chapter 13 bankruptcy proceeding 
which made no provision for any payments on consumer 
debt, it would thereby demonstrate that the loss to the Fund 
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was cleariy caused by the banltruptcy and not its failure to 
sue. The institution under these circumstances would have 
no liability to the Fund under f/ 674.13(b)(1)(il). 

The Secretary recogni;:es that In many cases, the loss 
on a defaulted loan can be neither clearly attributed to, nor 
disassociated from, the failu'e of the institution to exercise 
due diligence in collection. For example, if the defaulting 
borrower moves without providing the institution with his or 
her forwarding address and he institution does not attempt 
promptly to trace the borrower, a loss to the Fund has 
occurred, but there may be several causes for that loss. To 
solve questions of causation in these undear cases, the 
Secretary considers it fair and practical to use a rebuttable 
presumption that losses thet occur on loans not diligently 
collected were caused by th.at failure to attempt collection. 
The institution, and not the Department, had assumed re- 
sponslbility for using due diligence in collecting the loan, and 
was and continues to be in a better position to know or dis- 
cover the actual cause of its inability to collect the loan. The 
Secretary therefore considors It reasonable to place on the 
institution the burden of rebutting the conclusion that the loss 
would not have occurred if the institution had complied with 
its collection responsibiliti^^s under Federal regulations. § 
674.13(b)(1)(ii). Forexample, an institution mightshow that 
its failure to begin skip-tracing while the borrower's trail was 
fresh was not the cause of the loss by demonstrating, through 
later investigation, that the borrower after his or her move 
was not gainfully employcKi during the period in which the in- 
stitution might have brotght suit to enforce the debt 

The presumption created in § 674.13(b)(1), that the 
loss to the Fund resulted from the act or omission of the 
institution, may also be rebutted as provided In this section by 
demonstrating that the loss was ultimately cured completely, 
by subsequent recovery from the borrower or cosigner, or 
partially, by securing a judgmentfor the full amount outstand- 
ing on theloan. §674.13(b)(1)(i)(2). The rule provides that 
the institution must demonstrate, to the satisfaction of the 
Secretary, that the loss was not caused by its failure to exer- 
cise due diligence. In deciding whether an institution has met 
that burden of proof in individual cases, the Secretary will 
take into account the extent to which the insititution failed to 
follow the prescribed due diligence requirements. 

If the institution reimburses the Fund under this sec- 
tion, it thereby acquires title to the loan in question in its own 
name, and not as trustee of the Fund, and may retain for its 
own account any amount later collected on that loan. The in- 
stitution must restore to the Fund the outstanding balance of 
the loan in question, including any portion attributable to the 
institutional contribution to the Fund. 

In response to the comment that this rule denies the 
institution due orocess, the Secretary notes that any action 
taken by the Department to enforce the requirements of § 
674.13 will arise as a result of audits or program reviews of 
the institution, andas such will be subject to an administrative 
review and an opportunity fora hearing under the provisions 
of section 487 of the HEA. In addition, the Secretary believes 
that adoption of a specific percentage of losses as "aHow- 
able"ls notaprudentstepfor several reasons. No legal basis 
is apparentfor such a prospective forgiveness of liability, and 
it appears that such a tolerance might have the effect of 
lessening collection efforts. 

Comment: Many commentors strongly opposed the 



mandatory inclusion of the word "Federal" in § 674.19(a) for 
identifying an account In which Federal funds are deposited. 
The commenters cite added cost and confusion of check 
printing and disbursements. Commenters from State Institu- 
tions stated they could not comply with this proposal because 
of dealing with State Treasuries. In addition, numerous 
commenters objected strongly to the proposed regulation 
requiring an institution to keep its NDSL and Peri^ins loans 
fund cash in a separate account Many of these commenters 
cited the undue administrative burden and the cost of main- 
taining the account Other commenters suggested that the 
requirement of a separate account should be mandated on 
an individual basis for those institutions that did not maintain 
acceptable accounting practices. 

Response. A change has been made. Ths Secretary 
has deleted the requirement that the institution include the 
name "Federal" in the name of the account. However, this 
final rule continues to provide that institutions must either 
notify the bank in writing of the Federal character of the 
account, or Include that phrase in the name of the account 
However, to further clarify the nature of the funds on deposit 
in Titie IV program accounts, the Secretary has added 
language to this section to establish more cleariy that char- 
acter. 



Rrst, the rule now articulates what has always been 
clear under the statute and Department policy: Titie jV funds 
may be used by the institution only for program purposes. 
See 20 U.S.C. 1CJ94(a)(1). The sum of the Title IV funds on 
deposit in the institution's accounts must therefore always at 
least equal the amount of those funds it has received but not 
yet spent on program purposes. § 674.19(a)(3)(i). By 
accepting these funds from the Department, moreover, the 
institution accepts a fiduciary responsibility for these funds; 
under traditional common law principles, the institution that 
depletes these accounts containing Title IV funds is deemed 
to make any subsequent deposits of institutional funds into 
these accounts with the intention of restoring to the depleted 
accounts trust funds previously illegally withdrawn. The 
Secretary recognizes that sudn restorative deposits are 
commonly made by institutions wltii specific intent thatthe re- 
stored funds become Title IV funds, and that such funds be 
used for disbursement to students. Indeed, the Department 
has, over the years, directed institutions to satisfy liabilities 
for misspent funds by depositing in these Title IV accounts 
the amount of institutional funds that would othenvise have 
been paid over to the Department to satisfy its claim. 

Tlie secretary under this rule places no additional 
burden on the institution, which was already under a legal 
obligation to restore improperiy withdrawn Titie IV funds; 
ratiier, the purpose of this rule is to make dear that the 
Secretary— and the institution— regard these non-Federal 
funds deposited to depleted Title IV accounts to become part 
of the Titie IV trust funds which the institution holds as 
fiduciary. These funds therefore become, as part of the trust 
fund, immune from attachment by third parties to the same 
extent as the Federal advances tiiey replaced. The Secre- 
tary also agrees that only those Institutions that do not 
maintain acceptable accounting practices should be re- 
quired to maintain funds In a separate Direct/Peri<ins ac- 
count. The regulation has been modified accordingly. 

Section 674.31— Promissory note. 
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Comment: Several commenlers objected to the pro- 
vision that the promissory note be limited to either one piece 
of paper (front and back) or be multiple pages with the 
borrower's signature on each page. The commenters be- 
lieved that this is a cumbersome practice that would only 
Increase clerical error and workload. The commenters 
suggested the use of a multiple page document using the 
format 'page one of five, page two of five, * • 

Response: A change has been made. TheSecretary 
has added to the final regulations the alternate provision 
suggested by the commenters a!k)Wing a multiple page 
promissory note, listing the total number of pages in the note 
as well as the number of each page. 

Comment: One commenter encouraged the Depart- 
ment to require co-signers on every Perkins Loan Promis- 
sory note as an aid to collection. 

Response: No change has been made. Section 464 
of the HEA forbids use of an endorser unless ihe borrower is 
a minorand the note would not, forthat reason, constitute an 
enforceable obligation under local law. An institution that 
requires a cosigner, however, must ensure that the obliga- 
tion of the cosigner or endorser is itself legally enforceable. 

Comment: One commenter suggested that a final 
provision be added to the promissory note section that states 
that the lending institution should secure the borrower's 
permission before sending any information about the bor- 
rower's account to a credit bureau. The commenter feared 
that the proposed requirement would violate the general pro- 
vision in the Family Education Rights and Privacy Act 
(FERPA). 

Response: No change has been made. The Secre- 
tary h as interpreted 20 U.S.C. 1 232g(b)( 1 )(D). and In particu- 
lar 34 CFR 99.31 (a)(4)(iv), to permit the disclosure of infor- 
mation regarding default on a Perkins (NDSL) loan to credit 
bureaus. These provisions of FERPA and regulations permit 
the Institution to disclose information contained in the stu- 
dent's educational record withou t the student's consent if the 
disclosure is necesse^ry for enforcement of the terms of 
financial aid which the student has received; reporting the de- 
fault to a credit bureau is clearly authorized by this authority. 

Comment: One commenter suggested changing the 
language of the sample promissory note that addresses the 
consequences to the borrower of default and of acceleration 
of the loan. The commenter suggested thai the note should 
read that the borrower "will lose" deferment or cancell.ition 
benefits for service performed after the institution acculer- 
ates the loan. 

Response: A change has been made. The Secretary 
has changed the promissory note according to these provi- 
sbns as adopted in this final rule. 

Comment: Three commenters stated that for clarity 
and simplicity a standard $2 per month penalty charge 
should be used regardless of the frequency with which the 
borrower Is billed. 

Response: A change has been made. Recent statu- 
tory changes in the Higher Education Amendments of 1986 
have replaced the late charge based on specific dollar 
charges for each late installment ($1 for the first month, $2 for 
each month or part of a month thereafter. If repayments are 



made on a monthly basis, and $3 or $6 for each interval or 
part thereof for bimonthly or quarterly repayment Intervals), 
with a late charge provision that requires the institution to 
assess a late payment charge on each late payment, based 
on the costs of performing activities required In Subpart 0 of 
these regulations fcrthe billing cycle (See: § 674.44), as long 
as the total charges do not exceed 20 percent of the amount 
of the borrower's monthly, bimonthly, or quarterly payment 
Section 674.31(b)(5) of the final regulations has been 
amended to read accordingly. 

Comment: One commenter suggested the elimina- 
tion of § 674.31(b)(2) which gives the borrower the option of 
having graduated Installments at his or her request. The 
commenter suggested that the decision to allow graduated 
Installments should be entirely that of the Institution. 

Response: No change has been made. TheSecre- 
tary believes that keeping a borrower In repayment status is 
a more Important objective than requiring equal payments. If 
a bon-ower requests a graduated repayment schedule, It Is 
indicative that the borrower intends to repay the loan. 

Comment: One commenter stated that the timely 
filing of cancellation and deferment requests should be 
clearly stated as a borrower responsibility. 

Response: A change has been made. TheSecretap' 
agrees with the commenter and the note has been changed 
accordingly. 

Comment: One commenter suggested that Perkins 
loans be reported to credit bureaus and have their status 
updated on a monthly basis. Anothercommenter askedlf the 
IRS tax offset provision should be included in the note. 

Response: No change has been made. The Secre- 
tary has interpreted FERPA and its Implementing regula- 
tions, especially 34 CFR 99.31 (a)(4)(lv), to permit reporting 
delinquent or defaulted loans to credit bureaus without the 
borrower's consent. An Institution thatwishes to report other 
loans to credit bureaus may do so only with the consent of the 
borrower. An Institution must report, according to the report- 
ing proceduresof the bureau, i ;y changes in account status. 
The Federal Income tax refund offset program Is only a pilot 
program at present, and for that reason it Is premature to 
include notice of this collection toot among routine disclo- 
sures. 

Comment: One commenter felt that an Institution 
should be allowed to recover all of the costs of collection— 
either from the NDSL revolving fund or directly from a 
defaulted borrower. The commenter advocated tfie deletion 
of the 25 percent limitation on contingent fee charges by 
collection firms that may be assessed against tiie borrower. 

Response: A change has been made. In tiie past, an 
Institution tii at used a collection firm and intended to pass on 
to tfie debtor tfie cost incurred in paying the collection firm 
was directed to include in the promissory note a provision 
specifying that tiie amount charged the borrower would not 
exceed 25 percent of tiie outstanding principal and interest 
due on the loan. This direction was based on an interpreta- 
tion by staff of tiie Federal Trade Commission (FTC) tiiat 
section 803 of tiie Fair Debt Collection Practices Act required 
a specific identification of tiie type and amount of such 
charges. The FTC has since revised tills position (45 FR 
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8027, March 7. 1 986) and the Department has removed this 
provision from the model promissory note. Section 484A of 
the Higher Education Act. added by Pub. L 99-272. clarifies 
the consequences of default as subjecting the defaulting 
borrower to liability for reasonable collectiun costs, in addi- 
tion to other charges specified in the law. such as late 
charges. Final regulations for Subpart C of this part will 
address this issue of recovery from the debtor of the costs of 
collection. 

Section 674.33— Repayment. 

Comment: Several commenters remarked that pro- 
posed § 674.32(b) which addressed "minimum repayment 
rales" was unclear and unnecessarily complex. These 
commenters felt that institutions should be permitted to use 
a general pro rata concept when determining how much each 
account should be repaid. These commenters were also of 
the opinion that paragraph (b) is inconsistent with the Intent 
of the statute because requiring minimum repayments to be 
made on one loan while another is deferred deprives the bor- 
rower of the benefit of the grace period or deferment pre- 
scribed by the statute. 

Response: No change has been made. The mini- 
mum repayment rates and the deferment pro't^sions are 
dictated by statute and therefore cannot be changed. See § 
674.33(b). 

Comment: Three commenters expressed the opinion 
that notifying the Secretary of all loans that were being 
extended past the standard ten-year repayment period served 
no useful purpose. Two commenters suggested that such 
extensions only be reported on the Fiscal Ojierations Report 
and Application to Participate in the campus-based pro- 
grams (FISAP). One commenter was opposed to granting 
any extension in the repayment period due to a borrower's 
low income. 

Response: A change has been made. The Secretary 
agrees with the comment ihat notifying the Department of all 
loans that have been extended beyond the ten-year repay- 
ment period is an unnecessary institutional burden. The 
authority to extend the borrower's repayment period remains 
with the institution. 

Section 674.34— Deferment of Repayment— Perkins 
loans. 

674.35— Deferment of Repayment— Direct loans made 
on or after October 1, 1980. 

Comment: There were fifteen comments relative to 
the internship deferment provision. Two commenters be- 
lieved the Secretary should not continue to require a bache- 
lor's degree. One commenter staiod that the specificity of the 
proposed provision would be beneficial to the institution in 
making its decision on a request for deferment. However, all 
of the other respondents believed that the n-iw requirements 
were burdsnsome. time-consuming and of little benefit. 

Response: No change has been made. This require- 
ment conforms with all Title IV statutory anJ program provi- 
sions for internships. 

Comment: One commenter requested more specific- 



ity regarding when a grace period begins and ends. The 
inquirer felt there was confusion be^^een date-specific or 
month-specific interpretations. 

Response: No change has been made. Section 464 
provides that the repayment period begins nine months after 
the date on which the borrower ceases to be enrolled as at 
least a half-time student The grace period is between these 
two dates. It is determined by specific dates, andcannot be 
rounded to approximations coinciding with calendar months. 

Section 674.37— Deferment Procedures. 

Comment: A wide range of comments were received 
on this section. One respondent was confused by the opttons 
available to the institution when a note has not been acoel-. 
erated. Another commenter questioned if the borrower must 
pay the amount in default before he or she may be granted 
a deferment Anotiter commenter wanted the institutk)n to 
retain options because it provided leverage needed to collect 
some loans. Two other commenters believed that this 
regulation would be unfair to borrowers whose defennents 
were not processed through no fault of the borrower. They 
also expressed the concern that the regulation would be a 
deterrent to accelerating any leans. Four commenters 
believed that not calculating the interest had little or no 
significance except to place an additional costly administra- 
tive burden on institutions. 

Response: A change has been made. Section 
674.37 has been re-written to clarify deferment proceJures. 
To quality for a deferment on a loan, a borrower must submit 
to the institution to which the loan is owed a written request 
for a defemient with documentation required by the institu- 
tion, and must do so by the date that the institution estab- 
lishes. 



After a loan is in default, the institution may. at its ds- 
ciTBtion. grant a deferment if the borrower signs and complies 
with a new repayment agreement on the loan. The institution 
may do so even after it accelerates the defaulted loan. An 
institution may in these cases insist that the borrower imme- 
diately repay some or all of the amounts previously sched- 
uled to be repaid before the date on which the Institution 
made its detennination that the borrower had demonstrated 
that grounds for a defemient existed, plus late charges and 
collection costs. Institutions are not required to grant defer- 
ments on loans in default; howover. if they do so, by securing 
a nevy agreement, there is no reason to forego the recovery 
for the Fund of the accrued interest on that loan. If the 
institution regards the calculation of past-due, accrued Inter- 
est as unduly burdensome, it may deny defemients on a de- 
faulted loan. 



December 28, 1988 Summary of Comments and 
Supplemental Informalon 

SUPPLEMENTARY INFORMATION: The Peridns Loan, 
CWS and SEOG programs (known collectively as the 
campus-based programs) are "need-based* student finan- 
cial aid programs administered by institutions of higher 
education. In order to award financial aid under each 
program, an institution must detennine whether a student 
hts financial need. The institution detennines a student's 
financial need by subtracting from the students educational 
cost his or her resources and his or her expected family 
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contribution (EFC). i.e.. the amount the student, his or her 
spouse and. in the case of a dependent student, his or her 
parents, may reasonably be expected to contribute toward 
his or her educational costs. The EFC is based on the 
following elements— 

(1) The available income of (A) the student and his or her 
spouse, or (B) the student (and spouse) and the student's 
parents, in the case of a dependent student, estimated as an 
amount equal to base year income; 

(2) The number of dependents in the family of the student; 

(3) The nunber of dependents in the student's family who are 
enrolled in a program of postsecondary education on at least 
a half-time basis and for whom the family may reasonably be 
expected to contribute toward postsecondary education 
costs; 

(4) The net assets of (A) the student and his or her spouse, 
and (B) the student (and spouse) and the student's parents, 
in the case of a dependent siudent; 

(5) The marital status of the student; 

(6) Any unusual medical and dental expenses of (A) the 
student and the student's parents , in the case of a dependent 
student, or (B) the student and his or her dependents, in the 
case of an independent student; 

(7) The number of dependents of an independent student, or 
of the parents of a dependent student, other than the student, 
enrolled in private elementary or secondar>' Institutions and 
the unreimbursed tuition paid (A) In the case of a dependent 
student, by the student's parents for such dependent chil- 
dren who are so enrolled, or (B) in the case of an independent 
student with dependents, by the student or his or her spouse 
for such dependent children who are so enrolled; and 

(8) The additional employment expenses incurred (A) in the 
case of a dependent student, when both parents ol the 
student are employed or when the family Is headed by a 
single parent who Is employed, or (B) In the case of an 
independent student, when both the student and his or her 
spouse are employed or when the employed student quali- 
fies as a surviving spouse or as a head of a household under 
section 2 of the Internal Revenue Code of 1986. 

On December 1, 1987, the Secretary published final regula- 
tions for the campus-based programs In the Federal Regis- 
ter (52 FR 45738). ITiese regulations require institutions to 
include as a resource (funds available to help pay for a 
student's costs) net earnings from employment during the 
award period (other than CWS employment) that are not 
included In calculating the EFC. This procedure represented 
a continuation of previous policy. 

The 1986 amendments to Part F of Title IV of the HEA 
mandated the use of new formulas (Congressional Method- 
ology (CM)) for determining a student's EFC for the campus- 
based programs. Unlike the old formulas, und&r which a 
dependent student's non-need-based earnings during the 
award period were treated as a resource, the now formulas 
require that an amount equal to base year Income bo used in 
calculating an EFC for both dopondont and Independent 
studonis. 

Beginning witn the 1988-89 award year an amount equ jl to 



all taxable and untaxable income received during the calen- 
dar year preceding the academic year is considered as base 
year income in calculating the EFC. Thus, for example, in 
calculating an EFC for the 1988-89 award year, an amount 
equal to base year 1987 income is used. 

The December 1, 1987 regulations require that eamings for 
student employment, known to the institution, be monitored 
and adjustments be made to financiai aid award packages to 
prevent overawards. Questions on the continued applicabil- 
ity of the student employment monitoring provision were 
raised by the financial aid community since non-need-based 
eamings will now be considered base-year income for the 
subsequent award period, If the monitoring and adjustment 
provisions remain intact, these same eamings will also be 
treated as a resource in the year earned and, thus, will be 
"double-counted." 

As a result of this community concem regarding the treat- 
ment of non-need-based eamings, already counted as base 
year Income, as a "resource," the Secretary has issued an 
interpretative ruling which provides that non-need-based 
eaming will be treated only as base-year income and not as 
a resource. As in the past, institutions wilt continue to be 
responsible for monitoring eamings from all need-based 
empjoyment programs to ensure that the student does not 
receive need-based employment eamings In excess of his or 
her need. Need-based employment means employment 
awarded by the institution itself or by another entity to a 
student who demonstrates a financial need for those funds 
for the purpose of defraying educational costs of attendance 
for the award period. Examples of need-based employment 
would include employment awarded under the Veterans 
Administration work-study program, and employment pro- 
vided by a State, if awarded on the basis of financial need for 
the purposes of defraying educational expenses. 

Unde* the revised regulations, monitoring of non-need-based 
employment is never required if the student is not employed 
under the CWS program. Monitoring of non-need-based 
employment Is required only if all of the following conditions 
are met— (1) the student is employed under the CWS pro- 
gram. (2) the student's financial need has been met. and (3) 
the institution wishes to continue to employ the student under 
the CWS program. Underthese revised regulations, monitor- 
ing of employment Is only lequired In order to determine 
when CWS funds may no longer be used to pay wages. 
Section 443(b)(4) of the HEA provides that for a student 
employed nnder the CWS program, at the time income 
derived from any employment (need-based or non-need- 
based) exceeds the amount of such student's need by more 
that $200, continued employment shall not be subsidized 
with CWS funds. The Department has interpreted this statu- 
tory provision to mean that institutions must terminate CWS 
compensation for employment when the income from any 
employment eamed subsequent to time that the student's 
need is met, exceeds the student's need by more than $200. 
An institution should not consider CWS eamings, in excess 
of need, vyhich are less than or equal to $200, as a resource 
the following year or as income for purpose of computing the 
EFC. Earnings from non-need-based employment will be 
counted as income for the following year. 

The institution may not consider non-need-based earnings 
as a "resource." If, in a specific case, the institution believes 
that the amount of base year eamings does not accurately 
reflect the amount a student can be expected to earn in the 
w ibsequent award year, the Institution has the authority 
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under Section 479A of the HEA to make adjustments to the 
EFC or to use the projected income In the calculation. 

Therefore, the Secretary is amending 34 CFR 674 . 1 4, 675. 14 
and 676.14, regulations applicable to the Perkins Loan, 
CWS and SEOG programs respectively, to exclude from the 
definition of "resources" award period non-need-based earn- 
ings. Non-need-based earnings are used, however, to count 
toward the determination of when the $200 threshold requir- 
ing a discontinuation of CWS funding Is needed in cases in 
which the following conditions are met: 

(a) The student is employed under the CWS program; 

(b) The student's financial need has been met; and 

(c) The institution wishes to continue to employ the student 
under the CWS program. 

The followingemployment case studies illustrate the applica- 
tion of the monitoring requirement: 

Employment case study #1 

Julie has a financial need of $3,000. She was awarded a Pell 
Grant of $1 .000, an SEOG of $1 ,000 and a Perkins Loan of 
$1,000. She also has employment off-campus that she 
obtained herself. The Institution has determined this employ- 
ment to be non-need-based employment. No monitoring of 
her earnings Is required nor is an adjustment to her student 
financial aid package required as a result of her non-need- 
based employment. 

Employment case study #2 

Howard has a financial need of $2,000. He was awarded a 
CWS joh of $2,000. He also works off-campus in a position 
which he obtained himself. The institution has determined 
this employment to be non-need basedemployment. He has 
earned $2,000 in the College Work-Study program, had job- 
related costs of $100 for taxes and uniforms, and the school 
plans to terminate his employment when he reaches $2,100 
in CWS earnings. The institution must monitor only his CWS 
employment since it plans to terminate his CWS employment 
when his need Is met. 

Employment case study #3a 

Marcia has a financial need of $5,000. She has been 
awarded a Perkins Loan of $2,000 and CWS employment of 
$3,000. She also works on campus in the biology lab. The 
institution considers her biology lab employment to be non- 
need-based employment and the school pl.ans to terminate 
herCWSemploymentwhenherCWS earnings reach $3,000. 
The institution must monitor only her CWS employment until 
she has earned the $3,000. No further monitoring is required 
if her employment under the CWS program is then termi- 
nated. 

Employment case study #3b 

Please refer to case study 3a. It is nearing the end of the 
award year and Marcia's Perkins Loan has been fully dis- 
bursed. She has earned $2,900 in CWS earnings and has 
job-related costs of $100. The institution wants to continue 
her CWS employment for four more weeks and expects her 
additional CWS earnings to be about $400. The steps the 
institution must follow are as follows: 



(1) The Institution must monitor only her CWS employment 
earnings until she earns a total of $3,100 In CWS funds (her 
CWS award amount for $3,000 plus $100 In job-related 
costs). 

(2) When her CWS earnings reach $3,100 the institution 
must begin monitoring BOTH her subsequent CWS and 
biology lab earnings. 

(3) When the combination of CWS earnings and biology lab 
earnings, earned subsequent to the time herneed was met, 
exceed $200, no further CWS funds may be used to pay for 
her employment. In this case, the additional CWS funds 
permitted to be paid after herneed has been met may be less 
than $200 (e.g., if she earns $75 from the biology lab 
employment, r. nly $125 may be paid from CWS funds for her 
CWS employment). The institution is free, however, to con- 
tinue to employ her In the same position on its own payroll; 
no CWS funds may be used to pay wages for such employ- 
ment or to defray administrative costs associated with that 
employment. 

Were she employed only under the CWS program, a total of 
$3,300 in CWS funds could be expended ($3, 100 to meet her 
need plus the additional earnings of $200). 

In all of these examples, non-need-based earnings will be 
treated as base year income for the following award year if 
the student applies for financial aid. Waiver of Notice of 
Propo«;ed Rulemaking 

The Higher Education Amendments of 1986 changed the 
fonnulas contained in the HEA, for determining students' 
EFCs toward their higher education costs for Title IV pro- 
grams, including the campus-based programs. One change 
is tho requirement that an amount equal to base year income, 
rather than projected year earnings, be used in determining 
the EFC. The financial aid community has raised a concern 
that unless the Department interprets Part F of Title IV of the 
HEA to require that earnings from non-need-based employ- 
ment be considered only as part of base year income and not 
as a resource, these earnings will be "double-counted" by 
being treated as a resource in the year earned and consid- 
ered as base year income for the subsequent award year. 

The Department had not identified this concern as of the time 
it published campus-based regulations on December 1, 
1987 that continued the Department's former practice of 
treating non-need-based earnings as a resource. (34 CFR 
674.14, 675.14, 676.14.) However, the Department now 
recognizes that it is necessary to make an interpretative 
ruling in order to avoid the anomalous consequences iden- 
tified above, which the Department believes that Congress 
did not intend. The Department has determined that non- 
need-based earnings should be treated as part of base year 
income and not as a resource. 

Section 443(b)(4) of the HEA requires that institutions stop 
funding CWS employment with CWS funds once the CWS 
recipient has earned more than $200 above his or her need 
from any employment, whether or not that employment is 
need-based. The statutory language is silent as to the time 
period to be considered in making the as sessment of whether 
a student's earnings have exceeded his or her need. Tho 
Department Is issuing an additional interpretative rule 
provide this time element, which is necessary to impleme it 
the statute. The Department will consider all earnings earned 
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sub Sequent to the time that a student's need is met, Including 
both nead'basod and non-neod based earnings, to count 
toward the determination of when the $200 threshold requir- 
ing a discontinuation of CWS funding is reached. Non-need- 
based earnings earned prior to the time a student's need is 
met will not be counted toward meeting the student's need 
but will instead be used only as part of base year income in 
the subsequent award year 

As a direct consequence of these interpretative rulings, the 
Department's monitoring requirements for non-need-b.ised 
earnings are being eliminated and no adjustments to finan- 
cial aid packages will be required to be made as a result of 
such earnings during the award year except with respect to 
the CWS exception, noted above. Therefore, monitoring of 
non-need-based employment is not necessary except when 
an institution continues to fund a student's CWS employment 
with CWS funds after that student's need has been moi. In 
that circumstance, monitoring will begin when the need has 
been met and will end when the use of CWS funds is 
discontinued. 



PART675-COLLEGEWORK-STUDYANDJOB 
LOCATION ANDDEVELOPMENTPROGRAMS 

Note: An asterisk (*) indicates provisions that are 
common to Parts 674. 675. and 676, The use of asterisks will 
assure participating institutions that a provision of one regu- 
lation is identical to the correspondihg provisions In the other 
two. 

Subpart A-College Work-Study Program 

Sec. 

675.1 Purpose and identification of common provisions. 

675.2 Definitions. 
*675.3 Application. 

675.4 Allocation and reallocation. 
675.5^75.7 [Reserved) 

675.8 Program participation agreement 

675.9 Student eligibility. 

675 10 Selection of students for CWS employment 

675.11-675.13 [Reserved] 

675.14 Overaward. 

*675.15 Coordination with BIA grants. 

675.16 Payments to students. 

675.17 Federal interest in allocated funds. 

875.18 Use of funds. 

675.19 Fiscal procedures and records. 

675.20 Eligible employers and general conditions and limita- 
tion on employment 

675.2? Institutional employment 

675.22 Ei-nployment provided by a Federal. State, or local 
agency, or a private nonprofit organization. 

675.23 Employment provided by a private for-profit organiza- 
tion. 

675.24 Establishment of wage rate under CWS. 

675.25 Earnings applied to cost of attendance. 

675.26 CWS Federal share limitations. 

675.27 Nature and source of institutional share. 

675.28 Community service learning program. 

Subpart B-Job Location and Development 
Programs 

\ 
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675.31 Purpose. 

675.32 Program description. 

675.33 Allowable costs. 

675.34 Multi-institutional job location and development pro- 
grams, or arrangements with nonprofit organizations. 

675.35 Agreement 

675.36 Procedures and records. 

675.37 Temilnatlon and suspension. 

Summary of Comments 
Appendix A [Reserved] 
Appendix B-Model Off*campus Agreement 

Authority: 42 U.S.C. 2571-2756z. unless othenvise • 

noted. 

Subpart A-CoIIege Work-Study Program 

Sec 675.1 Purpose and Identification of common 
provisions. 

(a) The College Work-Study (CWS) Program pro- 
vides part-time employment to students attending institu- 
tions of hlghereducation whd need the earnings to help meet 
their costs of.postsecondary education. 

*(b) Provisions in these regulations that are common 
to all campus-based programs are identified with an asterisk. 

(Authority: 42 U.S.C. 2751-27565) 

Sec 675.2 Definitions. 

•(a) Subpart A of the Student Assistance General 
Provisions regulations, 34 CFR Part 668. sets forth defini- 
tions of the following terms used in this prrt: 

Academic year 

Award year 

Clock hour 

Enrolled 

Guaranteed Student Loan (GSL) Program 
HEA 

Inccme Contingent Loan Program 
Pell Grant Program 
Perkins Loan Program 
PLUS Program 



SL8 Program 

Supptemenlal Educational Opportunity Grant (SEOG) Pro- 
gram 

(b) The Secretary defines other terms used in this part 
as follows: 

•Expected family contribution (EFC): The amount a 
student and his or her spouse and fam ily are expected to pay 
toward the student's cost of attendance. 

^Financial need: The difference between a student's 
cost of attendance ar\d his or her EFC. 

•Full-time student: An enrolled student who is canTing 
a full-time academic work load (other than by correspond 
denoe)-as determined by the institutfon-under a standard 
applicable to all students enrolled in a particular program. 
However, an Institution'^ full-time standard must equal or 
exceed one of the following minimum requirements: 

(1) 12 semester hours or 12 quarter hours per aca- 
demic term In an Institution using a semester, trimester, or 
quarter system. 

(2) 24 semester hours or 36 quarter hours per aca- 
demic year for an Institution using credit hours but not using 
a semester, trimester, or quarter system, or the prorated 
equivalent for a program of less than one academic year. 

(3) 24 clock hours per week for an institution using 
dock hours. 

(4) In an institution using both credit and dock hours, 
any combination of credit and clock hours v/here the sum of 
the following fractions is equal to or greater than one: 



Number of credit hours per term 

12 

+ 

Number of dock hours per week 



24 



(5) A series of courses or semir^ars which equals 12 
semester hours or 12 quarter hours In a maximum of 18 
weeks. 

(6) The wori< portion of a cooperative education pro- 
gram In which the amount of wori< performed is equivalent to 
the academic wori<-k)ad of a full-time student. 

Graduate or professional student: A student who- 

(1) Is enrolled In a program or course above the 
baccalaureate level at an institution of higher education or Is 
enrolled in a program leading to a first professional degree; 

(2) ' Has completed the equivalent of at least three 
years of full-time study at an Institution o? higher education, 
either prior to entrance into the program or as part of the 
program itself; and 



(3) Is not receiving Title IV aid as an undergraduate 
student for the same period of enrollment 

*ln stitution of higher education (Institution). A public or 
private nonprofit institution of higher education, a proprietary 
institution of higher education, or a postseconda^ vocational 
institution. 

•Need^basftd employmefH? Emptoyment provided by 
an institution Itself or by anotiier entity to a student who has 
demonstrated io tiie Institution or the entity (tiirough stan- 
dards or nietiiods It esiablishes) a financial need for the 
earnings from that employment fortiie purpose of defraying 
educational costs of attendance for the award year for whk^h 
the empk}yment is provkM. 

Nonprofit organization: An organizatton owned and 
operated by one or more nonprofit corporations or assoda- 
tions whore no part of the organization's net earnings bene- 
fits, ormay lawfully benefit any private sharehoWer or entity. 
An organization may show that it Is nonprofit by meeting the 
provisfons of Sec. 75.51 of the Educatton Department Gen- 
eral Administrative Regulations (EDGAR), 34 CFR 75.51. 

(Authority: 20 U.S.C. 1141(c)) 

•payment period: A semester, trimester, or quarter. 
For an institution not using those academic periods, it Is the 
period between the beginning and the midp^nt or between 
tiie midpoint and the end of an academic ye.y. A payment 
period is not the payroll period discussed la Sec. 675.16. 

Undergraduate student: A student enrolled In an 
undergraduate course of study at an insMtution of higher 
education who- 

(1) Has not earned a baccalaureate or ^rst profes- 
sional degree; and 

(2) Is in an undergraduate course of study whk:h 
usually dows not exceed 4 academic years, or is enrolled in 
a 4 to 5 academic year program designed to lead to a first 
degree. A student enrolled in a program of any other length 
is considered an undergraduate student for only the first 4 
academic years of that program. 

(Autiiority: 20 U.S.C. 1087aa-1087ii) 

•Sec. 675.3 Application. 

(a) To participate in the CWS program, an institution 
shall file an application with the Secreta^ before an annually 
established dosing date. 

(b) The application must be on a fonn approved by the 
Secreia^ and contain the infonnation needed by the Secre- 
ta7 to determine the institution's allocation or reallocation of 
tiie CWS program funds under section 442 of the HEA. 

(Authority: 42 L'.S.C. 27F2) 

Sea 675.4 Allocation and reallucatlon. 

(a) The Secretary allocates and reallocates funds to 
Institutions partidpating In the College Woric-Study program 
in accordance with section 442 of tfie HEA. 
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(b) As used In section 442 of the HEA. "Eligible 
institutions offering comparable programs of instruction* 
means institutions that are being compared with the appli* 
cant Institution and that fall within one of the following six 
categories: 

(1) Cosmetology. 

(2) Business. 

(3) Trade/Technical. 

(4) Art Schools. 

(5) Other Proprietary Institutions. 

(6) Non-Proprietary Institutions. 

(c) Payment to Institutions. The Secretary allocates 
funds for a specific period of time. The Secretary pays an 
institution Its allocation in periodic Installments and may 
make these payments In advance or by way of reimburse- 
ment The Secretary bases the amounts of these Install- 
ments on periodic fiscal reports. 

(d) Authority to expend funds. Except as specifically 
provided In Sec. 675. 18 (c) and (d), an Institution shall not use 
funds allocated or reallocated for an award year- 

(1) To meet CWS wage obligations incurred with 
regard to an award of CWS employment made in any other 
award year; or 

(2) To satisfy any other obligation Incurred after the 
end of the designated award year. 

(Authority: 42 U.S.C. 2752) 

Sees. 675.5^75.7 [Reserved] 

Sec 675.8 Program participation agreement 

To participate In the CWS program, an Institution of 
higher education shall enter Into a participation agreement 
with the Secretary. The agreement provides that, among 
other things, the Institution shall- 

(a) Use tiie funds It receives solely for the purposes 
specified In tills part; 

(b) Administer tiie CWS program in accordance witii 
tfie HEA. tiie provisions of this part, and tho Student Assis- 
tance General Provisions regulations, 34 CFR Part 668; 

(c) Make employment under tiie CWS program rea- 
sonably available, to tiie extent of available funds, to all 
eligible students; 

(d) Make equivalent employment offered or arranged 
by tiie Institution reasonably available, to tiie extent of 
available funds, to all students in the institution who want to 
work; and 

(e) Award CWS employment, to tiie maximum extent 
practicable, tiiat will complement and reinforce each recipi- 
ent's educational program or career goals. 

(Autiiority: 20 U.S.C. 1094, 42 U.S.C. 2753) 
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Sec. 675.9 Student eligibility. 

A student at an Institution of higher education is 
eligible to receive part-time employment under the CWS 
program for an award year If the student- 

{a) Meets tiie relevant eligibility requirements con* 
tained in 34 CFR 668.7; 

(b) Is enrolled or accepted forenrollmentas an under- 
graduate, graduate or professional student at tiie institution; 
and 

(c) Has financial need as detemilned In accordance 
witti Part F of Titie IV of tiie HEA. A member of a religfous 
order (an order, community, society, agency, or organiza- 
tion) who Is pursuing a course of study at an Institution of 
higher education is considered to have no financial need If 
tiiat religious order- 

(1 ) Has as Its primary objective tiie promotion of kieals 
and beliefs regarding a Supreme Being; 

(2) Requires its members to forego monetary or other 
support substantially beyond the support It provides; and 

(3) Directs tiie member to pursue the course of study 
or provides subsistence support to Its members. 

(Autfiorily: 20 U.S.C. 1091; 42 U.S.C. 2752-2753) 

Sec. 675.10 Selection of students for CWS employment 

(a) An Institution shall make employment under CWS 
reasonably available, to tiie extent of available funds, to all 
eligible students. 

(b) An institution shall establish selection procedures 
and tiiose procedures must be- 

(1) Uniformly applied; 

(2) In writing; and 

(3) Maintained in tiie institution's files. 

(c) If an institution's allocation of CWS funds is directly 
or indirectiy based In part on tiiefinandal need demonstrated 
by students attending tiie institution as less tiian fuil-time 
students, tiie Institution shall award a reasonable proportion 
of its allocation of CWS funds to tiiose students. 

(Autiiority: 20 U.S.C. 1091, 42 U.S.C. 2752-2753) 

(Approved by 0MB under control number 1840-0535) 

Sees. 675.11*675.13 [Reserved] 

*Sec. 675.14 Overaward. 

Val Overaward prnhibiteH (1 ) An Institution may only 
award CWS employment to a student if the award, combined 
with the otiier resources tiie student receives, does not 
exceed tiie student's financial need. 

(2) When awarding CWS employment to a student, 
tiie institution shall take Into account those resources it— 
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(i) Can reasonably anticipate at the time it awards 
CWS funds to the stuc'-^nt; 

(li) ^ \es available to its students; or 

(iii) Othenmse knows about 

(3) If a student receives resources at any time during 
the award period that were not considered in calculating the 
CWS av^ard, and the total resources including the prospec- 
tive CWS wages exceed the student's need, the overaward 
is the amount that exceeds need. 

*(b] Resources. ( 1 ] Except as provided in paragraph 
(b)(2) ofthis section, the Sec^tary considers thafresources' 
include but a*e not limited to any— 

(1) Funds a student is entitled to receive from a Pell 
Grar)t, regardless of whether the student applies for the Pel! 
Grant; 

(il) Guaranteed Student Loans; 

(iii) Waiver of tuition and fees; 

(iv) Grants, including SEOGs and ROTC subsist: "-^e 
allowances: 

(v) Scholarships, including athletic scholarships and 
ROTC scholarships; 

(vl) Fellowships or assistantships; 

(vii) Insurance programs for the student's education; 

(vili) Veterans benefits; 

(ix) Net earnings from need-based employment; and 

(x) Except as p;x)vided in paragraph (b)(3) of this 
section, long-temi loans, including Perkins and Direct Loans 
and need-based ICLs, made by the institution. 

(2) The Secretary does not consider as a resource— 

(i) Any portion of the resources described in para- 
graph (b)(1) of this section that are included in the students 
expected family contribution (EFC); and 

(il) Earnings from non-need-based employment 

(3) The institution may treat a Supplemental Loan for 
Students(SLS), State-sponsored or private loan, PLUS loan, 
or non -need-based ICL as a substitute for a students EFC. 
However, if the sum of the loan amounts received exceeds 
the student's EFC, the excess is a resource. 

*(c) Treatment of resources m excess of need. An 
institution shall take the following steps if it leams that a 
student has received addtional resources not included in the 
calculationof CWS eligibilltythat would resultin the students 
total resources exceeding his or her financial need by more 
than $200: 

(1) The institution shall decide whether the student 
has increased financial need that was unanticipated when it 



awarded financial aid to the student If the student demon- 
strates increased financial need and the total resources do 
not exceed this increased need by nrK>rethan $200, no further 
action is necessary. 

(2) If no increased need is demonstrated, or the 
student's total resources still exceed his or her need by more 
than $200, as recalculated pursuant to paragraph (c)(1) of 
this section, the institution shall cancel any undisbursed loan 
or grant (other than a PeU Grant). 

(d)(1) An institution may fund a students CWS em- 
ployment with CWS funds only until the amount of the CWS 
award has been earned or until the students financial need, 
as recalculated under paragraph (c)(1)ofthissection,ls met 

(2) Not with standing the provisions of paragraph (dXI ) 
of this section, an Institution may provide additkxial CWS 
funding to a student whose need has been met until that 
students cumulative earnings from all empk>yment occur- 
ring subsequent to the time his or her finandal need has been 
met exceed $200. 

(Authority: 42 U.S.C. 2753(b)(3)) 

*Sea 675.15 Coordination with 8IA grants. 

(a) To determine the amount of CWS compensation 
for a student who is also eligtble for a Bureau of Indian Affairs 
(BIA) education grant, an institution shall prepare a package 
of student aid- 

(1 ) From resources other tiian the BIA education grant 
the student has received or is expected to receive; and 

(2) That is consistent in type and amount with padc- 
ages prepared for students in similar circumstances who are 
not eh'Gitle for a BIA educatk>n grant 

(b) (1) The BIA education grant, whether recewed by 
the student before or after the preparation o! the student aid 
package, supplements that package. 

(2) No acgustment may be made to the student aki 
package as long as the total of the package and the BIA 
education grant is less than the institution's detemiination of 
that students finandal need. 

(c)(1) If the BIA education grant, when combined 
with other aid in the package, exceeds the students need, 
the excess must be deducted and may be deducted only 
from the other assistance, not the BIA education grant 

(2) The institution shall deduct the excess in the 
following sequence: Loans. wori(-study awards, and grants 
other than Pell Grants. However, the institution may change 
the sequence if requested by a student and the institution 
believes the change benefits the student 

(d) To determine the finandal need of a BlA-eligibte 
student, a financial aid administrator is encouraged to con- 
sult with area offidals in charge of BIA postsecondary fman- 
cial aid. 

(Authority: 42 U.S.C. 2753) 

Sec. 675.16 Payments to students. 
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(aKIKO An institution shall pay a studantatldast once 
a month. The Federal share of each payment must be paid 
to tho student by checkorsinrMlar instrumentthatthe student 
can cash on his or her own endorsement 

(1) The institution may not directly transfer the Federal 
share of any payment to the students account at the mstitu- 
tion or elsewhere. 

(2) Regardless of who employs the student, the insti* 
tution is responsS>ie for ensuring that the student is paid for 
work pei.^ed. 

(3) A student's CWS wages are earned when the 
student perfonns the worie 

(4) An institution may pay a student after the students 
lastday of attendance forCWSwageseamedwhileheor she 
was in attendance at the institution. 

(bKI) If an institution pays a student its share or his or 
her CWS wages by check, itshall pay the student atthe same 
time it pays the Federal share. 

(2) if an institution pays a student its CWS share for an 
award period in the form of tuition, fees, services, or equip- 
ment, it shaft pay that share before the studcmrs final payroll 
period 

(3) If an institution pays its CWS share in the fonn of 
prepaid tuition, fees, sennces. or equipment for a forthcom- 
ing academic period, it shal give tfie student a statement 
before the dose of his or her final payroB period listing the 
amount of tuition, fees, services, or eqixpment earned. 

(c) A correspondence student shaR submit N"s or her 
first completed lesson before recetvihg a payment 

(d) The institution may not obtain a students power of 
attorney to authorize any disbursement of funds without prior 
approval from the Secretary. 

(Authority: 20 U.S.C. 1091. 42 U.aC. 2753) 

(Approved by OMB under control number 1840^535) 

*Sea 075.17 Federal Interest In allocated funds. 

Except for funds received for the administrative cost 
allowance (see Sec. 6^.18{b)) and for certam activities 
under the Job Location and Development Programs, funds 
.^ived by an institution under the CWS program are held 
in trust for the intended student benefidaries and the Secre- 
tary. Funds may not beused or hypothecatijd (i.e. serve as 
collateral) for any other purpose. 

(Authority: 42 U.C.O. 2751-56) 

Sea 075.18 Use of funds. 

(a) General. An institution may use its CWS allocation 
only for- 

(1) Paying the Federal share of CWS wages; 

(2) Carrying out the administrative activities described 
in paragraph (b)(4) of this section; 



(3) Meeting the cost of a Job Location and Develop- 
ment program under Subpart B; and 

(4) Transfem'ng a portion of its CWS aHocation to its 
SECXaallocation as descnbedin paragraph (Ooftiils section. 

(b) Administrative oost aRowance. (1) An institution 
partidpating in the CWS program is entitied to an administra- 
tive cost allowance if it provides CWS employment to its 
students in that award year. 

(2) For any award year the amount of the alowance 
equals- 

(i) Five (5) percent of the first $2,750,000 of the 
institution's expendituresin that award year under the CWS. 
SEOG. and Perkins Loan programs; plus 

(n) Four (4) percent of its expenditures which are 
greater than $2,750,000 but less than $5,500,000; plus 

(Hi) Three (3) percen t of its oxpencfitures which are in 
excess of $5,500,000. 

(3) However, the institution shaK not include, when 
calculating the lilowance in paragraph (bXI ) of this section, 
the institution's CWS expenditures under the community 
sennce foaming program (Sea 675.25). and the amount of 
loans made under the Perldns Loan program it assigns to the 
Secretary under section 463(aX6) of the HEA. 

(4) An institution shall use its administrative cost 
allowance to offset its costs of administering the Pel Grant. 
CWS. SEOG. and Perkins Loan programs. Administrative 
costs also include the expenses incurredfor canying outthe 
student consumer information services requirements of 
Subpart D of tf)e Student Assistance Generd Provisions 
regulations. 34 CFR Part 668. 

(5) (i) In addition to the arr .untcalculaledin paragraph 
(bKI) of this section, an institution's administrative cost 
aOowaiceindudes ten (10) percentof its expendturesund^ 
the community service teaming program set forth in Sec. 
675.25. 

(tt) This portion of its administrative cost allowance 
must be taken from the institution's CWS aSocation. 

(Hi) The institution may use this portion of its admlhis- 
trativa cos t allowance to offoet the costs of administering the 
Pen Grant. CWS. SEOG. and Periuns Loan programs and to 
pay the administrative costs of conducting its community 
sewice learning program. These latter costs may include the 
costs of- 

(A) Devefoping mechanisms to assure the academic 
quality of a students experience; 

(B) Assuring student access to educational resources. 
exp3rtise. and supervision necessary to achieve communis 
sennce objectives; and 

(C) Collaborating with public and private nonprofit 
agencies in tfie planning and administering of these pro- 
grams. 

(c) Carry fon^rd funds. (1) An institution may cany 
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fofward and expend in the next award year op to 10 percent 
of the sum of its initial and suppiemontal C WS allocations for 
the cunent award year. 

(2) Before an institution may spcr.d its current year 
CWSaltocation, it shall spendany funds carried forwar6*from 
the previous year. 

(d) Carry back funds. An institution may carry back 
andexpendinthepreviousawardyearupto lOpercentofthe 
sum of its initial and supplemental CWS allocations for the 
current award year. The institution's offidal alk>cation letter 
represents the Secretar/s approval to carry back funds. 

(e) The institution may use the funds carried fonward 
or carried back under paragraphs (c) and (d) of this section, 
respectively, for activities described ui paragraph (a) of this 
sectfon. 

(1) Transfer funds to SEOG, (1) An institution may . 
transfer up to 10 percent of the sum of its initial and supple- 
mental CWS allocations for an award year to its SECXB 
program. 

(2) An snstitutk)n shall use transferred funds accoidng 
to the requirements of the program to which they are trans* 
ferred. 

(3) An institution shall report any transferred funds on 
the Fiscal Operations Report required under Sea 675. 1 9(b). 

(4) An institution shall transfer back to the SEOG 
program any funds unexpended at the end of the award year 
thai it transferred to the CWS program from the SEOG 
program. 

(Authority: 20 U.S.C. 1095. 1096; 42 U.S.C. 2753. 2756. 
2756b) 

Sec 675.19 Fiscal procedures and records. 

(a) Fiscal procedures. (1) In administering its CWS 
program, an institutk^n shall establish and maintain an inter- 
nal control system of checks and balances that insures that 
no office can both authorize p^ments and disburse funds to 
students. 

(2) If an institution uses a fiscal agent, that agent may 
perfomi only ministerial acts. 

(3) (i) Except as provkJed in paragraph (a)(3)(ii) of this 
section, a separate bank account for CWS funds is not 
required. However, an institution shall notify any bank in 
which it deposits Federal funds of the accountin whfch tfiose 
funds are deposited by- 

(A) Including in the name of the account the fact that 
Federal funds are deposited; or 

(B) Notifying the bank in writing of the accounts in 
which it deposits Federal funds. The institution shall retain a 
copy of this notice in its files. 

(ii) If the Secretary detennines that adequate account- 
ing records are not maintained, the institution shall keep 
CWS funds in a separate bank account 

(b) Records and reporting. (1) An institution shall 



establish and maintain on a cunent basis financial recordtf 
that reflect all program transactions. The k)i^d'tution shaS 
establish arid mamtain general ledger control accounts and 
related subskiiaiy accounts that kientify each program trans- 
action and sepaiBte those transactions from alt other Institu- 
tional f nanctat activify. 

(2) The institutfon shaS also establish and maintain 
program and fiscal records that- 

(i)lndudeacertificatx>n that each siucfenthas worked 
and earned the amount being pakL Thestudenfs supervisor, 
an offidal of the Institution or off-campus agency, shall sign 
the certification. The ceitifbation shall inckida or be sup- 
ported by, for students pakJ on an houriy basis, a time record 
showing the hours each student worked in dock time se- 
quence, or the total hours worked per day; 

[FR Doa 88-17933 Red 8-9^; 8:45 am] 

(iPy Indude a payroB voucher containing suffKtent 
infonnation to support aO payroll cRsbursenients; 

(ni) Indude a noncash contribution record lo docu- 
ment any payment of the institution's share of the students 
earnings in the fbnn of servk:es and equipment (see Sea 
675.25(a)); 

ftv) Are reconc9ed at least montnfy; 

(v) Identify eadi students account and status; 

(vi) Show the eUgibiiify of each student aided under 
the program; and 

(vh) Show how the need was met for each student 

(3) Each year an institution shall submit a Rscal 
Operations Report plus other information the Secretaiy 
requkes. The institutkxi shaH insure that the infonnation 
reported is accurate and s haa submit it on the form and at the 
time specified by the Secretary. 

(4) The institution must manttun on lae a8 CWS 
empfoymentappHcatioris for those students it reports on the 
Rscal Operations Report and AppScation to Partidpate in the 
Periuns Loan. SEOG. and CWS Programs (FISAP). 

(5) The institution shall maintain all records supporting 
its application for funds under this part 

(c) Retention of records. (1) Records. Eachinstitution 
shaQ keep intact and accessible records of the applicatkxi, 
the receipt, and the expendture of Federal funds, tnduding 
aS accounting records and original and supportmg docu- 
ments necessary to document how the funds are spent 

*(2} Period of retention. Except for audt questions, an 
institution shall keep records for an award year for five years 
after it submits its FISAP for that year. 

*(3)(i) An institution may keep the records required in 
this section on microforms or it may keep its records in 
computer fonnat 

(ii) If the institution keeps its records in computer 
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formal it shall maintain, in either hardcopy ormicrofomis, the 
source fjocuments supporting the computer input 

•(4) Audit questions. An institution shall keep records 
on any daim or expenditure questioned by Federal audit or 
program review until any audit questions an> resolved. 

(Authority: 42 U.S.C. 2753 and 20 U.aC. 1094 and 12320 

(Approvid by 0MB under control number 1840^535) 

S#a 675^ Eligible employert and general condltlone 
and llmltatfon on employment 

(a) EOgible CWS employers. A student may be em- 
ployed under the CWS program by- 

(1) The institution in which the student is enrolled; 

(2) A Federal, State, or local public agency; 

(3) A private nonprofit organization; or 

(4) A private for-profit organization. 

(b) Agreement between institution and organization. 

(1) If an institution wishes to have its students em- 
ployed under this part by a Federal. State or local agency, or 
a private nonprofit or for-profit organization, it shall enter into 
a written agreement with that agen<y or organization. Ihe 
agreement must set forth the CWS work conditions (see 
Appendix B for a sample agreement). The agreement must 
indicate whether the institution or the agency or organization 
shafl pay the students employed, except that tfie agreement 
between an institution and a for-profit oraanization must 
require the employer to pay the non-Federal share of the 
student earnings. 

(2) The institution may enter into an agreement with 
an agency ororganization that has professional direction and 
staff. 

(3) The institution is responsible for ensuring that- 

(i) Payment for work performed under each agree- 
ment is properly documented; and 

(ii) Each students work is property supervised. 

(4) The agreement between the institution and the 
emptoying agency or nonprofit organization may require the 
emptoyer to pay- 

(i) The non-Federal share of the studentearnings; and 

(ii) Required employer costs such as the employers 
share of sodal security or woriters* compensation. 

(c) CWS general employment conditions and limita- 
tion. (1) Regardless of the student's employer, the student's 
work must begovemed by employment conditions, including 
pay. that are appropriate and reasonable in terms of- 

(i) Type of work; 



(ii) Geographical region; 

(ill) Empbyee proficiency; and 

(iv) Any applicable Federal, State, or local law. 
(2) CWS employment may not- 

(0 Impair existing servk:e contracts; 
(a) Displace employees; 

(iiO Fill jobs that are vacant because the employer's 
regular empk)yees are on strike; 

frv) Involve the construction, operation, or mamte- 
nanoe of any part of a fadlity used or to be used for religious 
worship or sectarian instruction; or 

(v) Indude emptoyment for the U.S. Department of 
Education. 

(Authority: 42 U.S.C. 2753) 

(Approved by 0MB under control number 1840O535) 

Sec e75.21 instftutional employment 

(a) An institution, other than a proprietary institution, 
may empfoy a student to work for the institution itself, 
indudtfig those operations, such as food service, deanmg. 
maintenance, or security, for which tha institution contracts, 
if the contract spedfies- 

(1) The numl}er of students to be emptoyed; and 

(2) That the institution selects the students to be 
empk)yed and determines each students pay rate. 

(b) A proprietary institution may empfoy a student on V 
in jobs that- 

(1) Are on campus; 

(2) Fumish student services; 

(3) To the maximum extent possible, complementand 
reinforce the educatk>nal program or vocational goals of the 
student; and 

(4) Do not involve tf^e solidtation of potential students 
to enroll at the proprietary institution. 

(Authority: 42 U.S.C. 2753) 

Sea 675^2 Employment provided by a Federal, Stete^or 
local agency, or a private nonprofit organization. 

(a) If a student is emptoyed by a Federal. State, or 
k)cal public agency, or a private nonprofit organization, the 
woric that the stude.nt performs must be in the public interest 

(b) CWS empteyment in the public interest The 
Secretary considers wortc in the public interest to be wori^ 
performed for the national or community welfare rather than 
woric performed to benefit a particular interest or group. Woric 
is not In the public interest if- 
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(1) It primarily benefits the members of a limited 
membership organization such as a credt union, a fraternal 
or religious order, or a cooperative; 

(2) it is for an elected official who is not responsible for 
the regular administration of Federal, State, or local govern- 
ment; 

(3) it is wori^ as a political aide for any elected official; 

(4) A student's political support or party affiliation is 
taken into accour* In hiring him or her; 

(5) It involves any partisan or nonpartisan political 
activity or is associated with a faction in an election for public 
or patty office; or 

(6) It involves lobbying on the Federal, State, or local 

level. 

(Authority: 42 U.S.C. 2753) 

Sec;. 675^3 Employment provided by a private for-profit 
organization. 

(a) An institution may use up to 25 percent of its CWS 
allocation and reallocation for an award year to pay the 
compensation of CWS students employed by a private for- 
profit organization. 

(b) If a student is employed by a private, for-profit 
organization- 

(1) The \Notk that the student performs must be 
academically relevant to the student's educational program; 
and 

(2) The private for-profit organization- 

(1) Must provide the non-Federal share of the student's 
compensation; and 

(ii) May not use any CWS funds to pay an employee 
who would othenMse by employed by that organization. 

(Authority; 42 U.S.C. 2753) 

Sec 675.24 Establishment of wage rate under CV/S. 

(a) Wage rates. (1) Except as provided in paragraph 
(a)(3) of this section, an institution shall compute CWS 
compensation on an houriy wage basis for actual time on the 
job. An institution may not pay a student a salary, com mis* 
sion, or fee. 

(2) An institution may not count fringe benefits as part 
of the wage rate. 

(3) An institution may pay a graduate student it em- 
ploys a salary or an hourly wage, in accordance with its usual 
practices. 

(b) Minimum wage rate. The minimum wage rate for a 
student employee under the CWS program is the miniaium 
wage rate required under section 6(a) of the Fair Libor 
Standards Act of 1938. 

(Authority: 42 U.S.C. 2753) 



Sec 675.25 Earnings applied to co&t of attendance. 

(a) (1) The institution snail detentiine the amount of 
earnings from a CWS job to be applied to a student's cost of 
attendance (attributed earnings) by subtracting taxes and job 
related costs from the student's gross eamings. 

(2) Job related costs are costs the student incurs 
because of his or her job. Examples are uniforms and 
transportation to and from work. Room and board during a 
vacation period may also be considered a job related cost if 
they would not otherwise be incunred except for the CWS 
employment. 

(b) If a student is employed under CWS during a 
vacation or other period when he or she is not attending 
classes, the institution shall apply the attn*buted eamings 
(eamings minus taxes and job related costs) to the cost of 
attendance for the next period of enrollment. 

(Authority: 42 U.S.C. 2753) 

Sec. 675.26 CWS Federal share limitations. 

(a) (1) Unless the Secretary approves a higher share 
under paragraph (d) of this section, the Federal share of 
CWS compensation paid to a student employed other than 
by a for-profit organization may not exceed- 

(1) 80 percent for award years 1987-88 and 1988-89. 
75 percent for award years 1989-90, and 70 percent for 
award year 1990-91 and subsequent award years; or 

(ii) 90 percent under a community service teaming 
program described in Sea 675.28 if the amount paid to 
students under the community service learning program 
does not exceed 10 percent of the institution's CWS alloca- 
tion or reallocation for an award year. 

(2) The Federal share of the compensation paid to a 
student employed by a for-profit organization may not ex- 
ceed 60 percent for award years 1987-88 and 1988-89, 55 
percent for award year 1980-90. and 50 percent for award 
year 1990-91 and subsequent award years. 

(3) An institution may not use CWS funds to pay a 
student after he or she has, in addition to other resources, 
eamed $200 or more over his or her financial need. 

(b) The institution may not include the following when 
determining the Federal share: 

(1) Fringe benefits such as paid sick days, paid 
vacations, or paid holidays. 

(2) The employer's share of sodal security, woriters' 
compensation, retirement, or any other welfare or insurance 
program that the employer must pay on account of the 
student employee. 

(c) If an institution receives more money under an 
employment agreement from an off-campus employer than 
required employer costs, its non-Federal share, and any 
share of administrative costs that the employer agreed to 
pay. the excess ^unds must be- 

(1) Used to reduce the Federal share on a doilar-for- 
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dollar basts; 

(2) Held In trust for off-campus student employment 
next year; or 

(3) Refunded to the off-campus employer. 

(d) For each award year, the Secretary authorizes a 
Federal share of 100 percent of the compensation earned by 
a student under this part if- 

(1) The work perfomied by the student is for the 
institution Itself, for a Federal, state or local public agency, or 
for a private nonprofit organization; f.nd 

(2) The institution at which the student is enrolled- 

(1) Is designated as an eligible institution under the 
Strengthening Institutions program (34 CFR 607). the 
Strengthening Historically Black Colleges and Universities 
program (34 CFR Part 608). or tlie Strengthening Historically 
Black Graduate Institutions program (34 CFR Part 609); and 

(ii) Requests that increased Federal share as part of 
its regular CWS funding application for that year. 

(Authority: 20 U.S.C. 1069a, 42 U.S.C. 2753) 

Sec 675.27 Nature and source of Institutional share. 

(a) (1) An institution may uce any resource available to 
it, except funds allocated under the CWS program, to pay the 
institutional share of CWS compensation to its students. The 
institutional share may be paid in the form of services and 
equipment, e.g., tuition, room, board, and books. 

(2) The institution shall document all amounts claimed 
as non-cash contributions. 

(3) Non-cash compensation may no I include forgive- 
ness of a charge assessed solely because of a student's 
employment under the CWS program. 

(b) An institution may not solicit or accept fees, com- 
missions, contributions, or gifts as a condition for CWS em- 
ployment, nor permit any organization with which it has an 
employment agreement to do so. 

(Authority: 42 U.S.C. 2753) 

(Approved by 0MB under control number 1840-0535) 

Sea 675.28 Community service learning program. 

(a) From its allocation under the CWS program, an 
institution may employ its students in a community service 
learning program designed to develop, improve or expand 
services for low-income individuals and families, or to solve 
particular problems related to the needs of low-income indi- 
viduals. 

(b) A community service learning program is a pro- 
gram of student work thai- 

(1) Provides tangible community services for or on 
behalf of low-income individuals; and 



(2) Provides students with work-leaming opportunl- 
tfes related to their educational or vocational programs or 
goals. 

(c) As used in this section- 

(1) A low-income individual is an individual from a 
family whose taxable income for the preceding year did not 
exceed 150 percent of an amount equal to tiie poverty level 
determined by using criteria of poverty established by the 
Bureau of the Census; and 

(2) Community services- 

(i) Are direct services, planning or applied research 
activities, designed to- 

(A) Improve the quality of life for community residents, 
particulariy low-income individuals; or 

(B) Solve particular problems relating to the needs of 
tow-income individuals; and 

(ii) May include activities related to such fieWs as 
healtii care, education, welfare, social services, public safety, 
crime prevention and control, transportation, recreation, 
housing and neighborhood improvement, rural development 
and community improvement 

(Autiiority: 42 U.S.C. 2756a) 

Subpart B-Job Location and Development 
Programs 

Sec. 675.31 Purpose. 

(a) The purpose of the regular job location and devel- 
opment program Is to expand off-campus job opportunities 
for students enrolled in eligible Institutions of higher educa- 
tion who want jobs, regardess of their financial need. 

(b) The purpose of the community services job loca- 
tion and development program is to locate and develop 
community services jobs for students qualifying as eligible 
students under Sec. 675.9. 

(Authority: 42 U.S.C. 2756) 

Sec 675.32 Program description. 

(a) Regular job location and development program. 
An institution may expend up to the lesser of $30,000 or 10 
percent of its CWS allocation and reallocation for an award 
year to establish or expand a program under which the 
institution, separately or in combination with other eligible 
institutions, locales and develops jobs for currentiy enrolled 
students. 

(b) Community services job location and development 
program. (1) An institution may expend up to the lesser of 
$20,000 or 10 percent of its CWS allocation and reallocation 
for an award year to establish or expand a program under 
which tile institution, separately or in combination witii otfier 
eligible institutions and through consultation witfi tocal non- 
profit, governmental, educational, and community-based 
organizations, locates and develops community services 
jobs for students qualifying as eligible students under Sec. 



675.9. 

(2) As used in this subpart^ the term "community 
services* means services that- 

(1) Are identified by the institution through formal or 
informal consultation with local nonprofit, govemmentai and 
community-based organizations; and 

(h) Are designed to- 

(A) Improve the quality of life for community residents^ 
part'cutariy low-income individuals; or 

(6) Solve particular problems related to the need;; of 
the community residents Including, but not limited to, ^.uch 
fields as heal^i care, child care, literacy training, educrttion 
(including tutorial sen/ices)» housing and nelghbortiood 
improvement, rural development, and community improve- 
ment. 

(Authority: 42 U.S.C. 2;^) 
Sec 675.33 Allowable costs. 

(a) (1) Allowable and unallowable costs. Except as 
pro vided in paragraph (a)(2) of this section, costs reasonably 
related to canying outthe programs described in Sea 675.32 
are allowable. 

(2) Costs related to the purchase, construction, or 
alteration of physical fedlities or Indirect administrative costs 
are not allowable. 

(b) Federal share of allowable costs. An institution 
may use CWS funds, as provided in Sec. 675.32, to pay up 
to 80 percent of allowable costs. 

(c) Institutional share of allowable costs. An institu- 
tion's share of allowable costs may be in cash or in the form 
of services. The institution shall keep records documenting 
the amount and source of its share. 

(Authority: 42 U.S.C. 2756) 

Sec. 675.34 MultMnstitutlonal job location and 
development programs, or arrangements with nonprofit 
organizations. 

(a) An institution participating in the CWS program 
may enter into a written agreement to establish and operate 
job location programs for its students with- 

(1) Other participating institutions; or 

(2) A nonprofit organization. The nonprofit organiza- 
tion must have professional direction and staff. 

(b) The agreement described in paragraph (a) of tiiis 
section must- 

(1) Designate the administrator of the program; and 

(2) Specify tiie terms, conditions, and performance 
standards of the program. 

(c) Each institution shall retain responsibility for the 



proper disbursement of the Federal funds it contributes 
under an agreement with other eligible institutions or with a 
nonprofit organization. 

(Auttiority: 42 U.S.C. 2756) 

(Approved by 0MB under control number 1840-0535) 

Sec 675.35 Agreement. 

(a) A CWS partidpating institution, to establish or 
expand these programs, shall enter into an agreement with 
tiie Seoetary. 

(b) The agreement must provide- 

(1) Tha; the institution will administer the programs 
accordance witii tiie HEA and tiie provisions of tiiis part; 

(2) That the institution will submit to tiie Secretary an 
annual report on tiie use of tiie funds and an evaluation of the 
effectiveness of tiie programs in benefiting the Institution's 
students; and 

(3) Satisfactory assurances tiiat- 

(i) The institution will not use program funds to locate 
and develop jobs at tiie institution under the regular job 
location and development program described in siec. 
675.32(a); 

(ii) The institution will use program funds to locate and 
develop jobs for students during and between periods of 
attendance at tiie institution, not upon graduation; 

(iii) The program will not displace employees or impair 
existing service contracts; 

(iv) Program funds can realistically be expected to 
generate total student wages exceeding tiie total amount of 
tiie Federal funds spent under tiiis subpart; and 

(v) If the institution uses Federal funds to contract witii 
anotiier organization, suitable performance standards will be 
part of tiiat contract 

(Auttiority: 42 U.S.C. 2756) 

(Approved by 0MB under control number 1840-0535) 

Sec. 675.36 Procedures and records. 

Procedures and records concerning ttie administra- 
tion of a JLD project established and operated under tiiis 
subpart are governed by applicable provisions of Sec. 675. 19. 

(Auttiority: 42 U.S.C. 2756a) 

Sec 675.37 Termination and suspension. 

(a) If ttie Secretary terminates or suspends an institu- 
tion's eligibility to participate in ttie CWS program, ttie action 
also applies to tiie institution's job location and development 
programs. 

(b) The Secretary pays an institution's finandal obli- 
gations incurred and allowable before ttie termination but not 
incurred- 
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(1) During a suspensbn; or 

(2) In anticipation of a suspension. 

(c) However, the institution must cancel as many 
outstanding obligations as possible. 

(Authority: 42 US.C. 2756a) 

Appendix A*[Reserved] 

Appendix B-Model Off*Campus Agreement 

(The paragraphs below are suggested as models for 
the development of a written agreement between an institu- 
tion of higher education and a Federal, State, or local public 
agency or private nonprofit organization which employs 
students participating in the College Wori^-Study program. 
Institutions and agencies or organizations may devise addi- 
tional or substitute paragraphs which are not inconsistent 
with the statute or regulations.) 

This agreement is entered into between , 

hereinafter known as the "Institution," and , herein- 
after known as the "Organization," a (Federal, Stale, or local 
public agency), (private nonprofit organizatbn), (strike one), 
for the purpose of providing work to students eligible for the 
College Work-Study program [CWS]. 

Schedules to be attached to this agr/w rment from time 
to time must be signed by an authorize.i offidal of the 
institution and the organization and must sot forth- 

(1) brief descriptions of the work to be performed by 
students under this agreement; 

(2) the total number of students to be employed; 

(3) the hourty rates of pay. and 

(4) the average number of hours per week each 
student will be used. 

These schedules will also state the total length of time 
the project is expected to run, the total percent, if any, of 
student compensation that the organization will pay to the 
institution, and the total percent, if any. of the cost of em- 
ployer's payroll contribution to be borne by the organization. 
The Institution will inform the organization of the maximum 
number of hours per week a student may work. 

Students will be made available to the organization by 
the institution to perform specific work assignments. Stu- 
dents may be removed from woricon a particular assignment 
or from the organization by the institution, either on its own 
Initiative or at the request of the organization. The organiza- 
tion agrees that no student will bo denied work or subjected 
to different treatment under this agreement no the grounds of 
race, color, national origin, or sex. It further rigrees that it will 
comply with the provisions of the Civil Rights Act of 1964 
(Pub. L. 88-352; 78 Stat 252) and Titie IX of the Education 
Amendments of 1972 (Pub. L. 92-318) and the Regulation^ 
of the Department of Education which implement those Acts. 

(Where appropriate any of the followi;ig three para- 
graphs or other provisions may be included.) 



(1 ) Transportation for students to and from their work 
assignments wilt be provided by the organization at Its own 
expense and In a manner acceptable to the institution. 

(2) Transportation for students to and from their work 
assignments will be provided by the institution at its own 
expense. 

(3) Transportation for students to and from their work 
assignments will not be provided by either the Institutbn or 
the organization. 

(Whether the institution or the organization will be 
considered the employer of the students covered under the 
agreement depends upon the specific antmgement as to the 
type of supervision exercised by the organization. It is 
advisable to Include some provisten to indicate the intent of 
the parties as to who is considered the employer. As 
appropriate, one of the following two paragraphs may be 
included.) \1\ » r 

(1) The institution Is considered the employer for 
purposes of this agreement It has the ultimate right to control 
and direct the services of the students for the organizatfen. 
It also has the responsibility to delemiine whether the stu- 
dents meet the eligibility requirements for employment under 
the College Worit-StucV program, to assign students to wori^ 
for the organizatiori. and to determine that the students do 
perfomi their mtk in fact The organization's right is limited 
to direction of the details and means by which tiw resiult is to 
be accomplished. 

(2) The organization is considered the employer for 
purposes of this agreement It has the right to control and 
direct the services of the students, notonly as to the result to 
be accomplished, but also as to the means by which the 
result is to be accomplished. The institution is limited to 
detemiining whether the students meet the ellgibilf^. require- 
ments for emptayment under the College Wori^-Study pro- 
gram, to assigning students to woric for the organization, and 
to determining that the students do perform their wori^ in fact 

(Wording of the following nature may be included, as 
appropriate, to locate responsibility for payroll disburse- 
ments and payment of employers* payroll contributions.) 



\1\ It should be noted that although the following paragraphs 
attempt to fix the identity of the employer, they will not 
necessarily be detenninative if the actual facts indicate 
otherwise. Additional wording which specifies theemployer's 
responsibility in case of injury on the job may also be 
advisable, since Federal funds are not available to pay for 
hospital expenses or claims in caseof injury on the job. In this 
connection it may be of interest that one or more insurance 
fi rni s in at least one State have in the past been willing to write 
a wori(ers* compensation insurance policy which covers a 
student's injury on the job regardless of whother it is the 
institution or the organization which is ultimately detemilned 
to have been the student's employer when he or she was 
injured. 
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Compensation of itudents for work performed on a 
prpject'under this agreement wilt be dlsbursed^nd all pay- 
ments due as an employer's contribution understate orlocai 
wor^rs\oompensation laws» under Federal or State social 
security iawV, or under other applicable laws, will be made- 
by the (organization) (institution) (strike one). 

(Where appropriate any of the folfowing paragraphs 
may be included.) 

(1) At times agreed upon in writing, the organization 
will pay to the institution an amount calculated to cover the 
organization's share of the compensation of students em- 
pkiyed under tills agreement 

(2) In addltiqri to the payment specified in paragraph 
(1 ) above, at times agreed upon in writing, ttie organization 
wHi pay, by way of reimbursement to the institution, or in 
advance, an amourit equal to any and all payments required 
to be made by the institution under State or local workers* 
confipensatk>n taws, or under Federal or State social security 
laws, or under any otfier applicable taws, on account of 
students participating in projects under tfiis agreement. 

(3) At times agreed upon in writing, the institution will 
pay to tfie organlzatksn an amount calculated to cover ti^e 
Federal share of tfie compensation of students employed 
under this agreement and paid by tfie organization. Under 
tfiis arrangement the organization wiil furnish to tfie institu- 
tion for each payroll period tfie fotfowing records for review 
and retention: 

(a) Time reports indicating tfie total hours worthed 
each week in clock time sequence and containing tfie super- 
visor's certification as to tfie accuracy of tfie hours reported: 

(b) A payroll form identifying tfie period of wori(. tfie 
name of each student each studenrs houriy wage rate, the 
number of hours each student worked, each student's gross 
pay, all deductions and net earnings, and tfie total Federal 
share applicable to each payroll; \S\ and 

(c) Documentary evidence tfiat students received 
payment for tfieir vcork, such as photographic copies of 
cancelled checks. 

SUMMARY OF 03MMENTS 

December 1, 1937 Summary of Comments and Supple* 
mental Information. 

SUPPLEMENTALINFORMATION: The Secretary published 
a notice of proposed rulemaking for tfie campus-based 
programs in tfie Federal Register of February 27, 1985, 50 
FR 8050-8086; Since tfie publication of that NPRM, tfie 
statute authorizing tfiese programs, tfie Higher Education 
Act of 1965 (HEA), has been significantly amended by tfie 
Higher Education Amendnf)ents of 1986 and the Higher 
Educatk>n Technical Amendments Act of 1987. The regula- 
tions have been revised to confomi to tfie new statutory 



\2\ These forms, when accepted, must be countersigned by 
tfie Institution as to hours worked as well as to tfie accuracy 
of tfie total Federal share which is to be reimbursed to tfie 
organization or agency. 



amendments and have also been revised !n accordance witfi 
public comment The foltowing discusses tfie statutory- 
changes. Changes made as a result of publk; comment on 
tfie proposedregulations will be discussed In the appendix to 
tfiese final regulations. 

Conforming Changes to All thre« Program Regulatlona. 

The following is a description of tfie changes made In 
all the proposed regulations to conform tfiosa regulatk}ns to 
new statutory provisions. 

SecUons 674.3, 675.3, 676.3 AppIlcaUon and Sf ^4.4, 
675.4, 676.4 Allocation and reallocation. 

The metfiod of altocating funds to institutions under 
each program has been changed under each program stat* 
ute. Instead of apportioning funds among tfie States and 
tfien allocating funds to institutions from each State's appor- 
tionment funds are allocated directfy to institutions under a 
statutory formula which makes no proviston for appeals. 
Accordingly. § .3 through § .7 of each proposed regulation 
have been deleted and replaced witfi new § .3 and § .4 to 
reflect tfiese statutory changoa. 

Section .3 of each regulatk)n notifies Institutions in 
general terms about tfie Inlbmiation tfiat tfiey must provkle 
when tfiey apply for funds. Section .4 of each regulation 
refers to statutory section governing tf^ allocation and 
realk)cation of funds tor that program instead of repeating tfie 
statutory fomiula. Those sections are sectk)'?; 462 of tfie HEA . 
for the Perkins Loan program, section 442 of the HEA for tfie 
CWS program and section 413D uf tfie HEA for tfie SEOG 
program. lnaddition,each§.4definestemisthatareneeded 
by tfie Secretary to carry out each program's altocation and 
reallocation and deariy articulates current and tongstanding 
Department policy regarding tfie duration of the institution's 
autfiority to expend program funds. 

Sections 462, 442, and 413D of HEA apply to tfie al- 
location of funds starting witfi tfie 1988-89 award year. 
Therefore, tfie Secretary has allocated funds to institutions 
under tfiese programs for the 1987-88 award year in accor- 
dance witfi tfie procedures required for tfiose allocations by 
Pub. L 99-500. tfie Continuing Resolution for Rscal Year 
1987. 

Sections 674.9, 675.9, 676.9 Student eligibility. 

These sectbns were reorganized to contain only pro- 
visions specific to each program. Provisions common to all 
5:^ T:ih IV HEA programs are now contained in tfie Student 
Assistance General Provisions regulations, 34 GFR Part 
668. 

SecUons 674.10, 675.110, 676.10 

Selection of Students for Loans, 

Selection of Students for CWS 

Employment, Selection of Students for SEOG Awards. 

If an institution's allocation of funds is directfy or 
Indirectiy based on tfie financial need demonstrated by 
students attendirvg tfie institution as less tfian fulhtinie stu- 
dents, ttiB institution must award a reasonable proportion of 
its allocation to tfiose students. This requirement applies to 
all institutions tfiat pemiit students to enroll on less tfian a full- 
time basis. 
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Stctton* 674.11, 675.11, 676.11, 674.12, 675.12, 676.12, 
and 674.13, 675.13, 676.13 of the proposed regulations. 
Allowable costs of attendance. Calculation cf expected 
family contributions, Need analysis systems. 

Beginning with the 19e8-89awardyear.astudenrsfi- 
nanda! need, reflecting his or her expected family contribu- 
tion (EFC) and cost of attendance for each of the campus- 
based programs, must be calculated in accordance with Part 
F of Title iV of the HEA. Therefore, the provisions dealing 
with a students cost of attendance, the calculation of an 
expected family contribution, and need analysis system that 
werelncludedas§§674.1 1.675.1 1,676.11^674.12.675.12, 
676.12. and 674.13. 675.13. 676.13 in the proposed regula- 
tions have been deleted. Because Part F of Title iV of the 
HEA is so specific, the Secretary has not republished those 
statutory provisions in these regulations. However. § 674.1 2 
provides the Perkins Loan program maximum loan limits and 
§ 674.13 describes the condition under which an institution 
must reimburse its Fund. 

For the 1987-88 award year, under the Student Finan- 
cial Assistance Technical Amendments Act of 1982, as 
amended, Institutions must continue to calculate a student's 
expected family contribution using one of the 32 need analy- 
sis systems that the Secretary has approved for that purpose 
in the notices published in the Federal Register of January 
30. 1987, 52 FR 3091 . and the Federal Register of February 
26. 1987. 52 FR 5816. Similariy, in accordance with the 
Student Financial Assistance Technical Amendments of 
1982, as amended, the cost of attendance provisions that 
were in effect for the 1986-87 award year will continue to 
apply in the 1987-88 award year. 

Sections 674.14, 675.14, 676.14. Overawnrd. 

The proposed rule would have permitted the individ- 
ual to exclude certain portions of Guaranteed Student Loans 
(GSL) and PLUS loans from the resources that must be 
considered by the institution. The GLS program statute, as 
amended, now provides that an applicant for a subsidized 
GSL qualifies for that loan only if the applicant's cost of 
attendance exceeds his or her expected family contribution 
(EFC). However, the amended statute pennlls an applicant 
to useaPLUS.SLS.oraioanmadeunderaSlale-sponsored 
or private loan program to meet this EFC requirement The 
Secretary has therefore revised the proposed rule accord- 
ingly: The institution must now consider all GSL loans as 
resources and may substitute only these enumerated loans 
for the applicant's EFC. Further, to clarify the resources to be 
considered, this section has been revised to articulate cur- 
rent policy that all Title IV assistance, Including Pell Grants, 
SEOG and other go vemmental grants and scholarships, are 
to be counted as resources. 

In addition. §§ 674.1 4 and 676.14 provide that when 
an Institution makes an overaward for which it Is not respon- 
sible to repay. It mus I make a reasonable effort to recover that 
amount from the recipient. The Secretary regards a reason- 
able effort to include a written demand for repayment in which 
the institution notifies the recipient that ho or she owes a 
refund of the overawarded aid and that failure to repay that 
amount will render the Individual Ineligible for further Tide IV 
aid by virtue of section 484 of the HEA. 

Conforming Changes to the CWS and SEOG Program 
Regulations 



Sections 675.20 and 676.20 IMaintenance of effort 

The maintenance of effort reqtirement contained in 
section 487 of the HEA governing the CWS and SECX3 
programs was eliminated when the HEA was amended by 
the Higher Education Amendments of 1986. Therefore, 
those provisions have been deleted from the regulations for 
both programs. 

Conforming Changes to the CWS Program Regulations 

Section 675.21 Institutional employment 

As a result of an amendment made to the HEA by the 
Higher Education Amendments of 1986, a proprietary insti- 
tution may now employ students to work for itself. However, 
that employment must be •on campus." provide student 
services, complement and reinforce the educational pro- 
gram or vocational goals of the student to the maximum 
extent possible, and not involve the solicitation of potential 
students for enrollment at the proprietary institution. 

The Secretary considers that student ser>^s may 
include furnishing academic, library, financial aid, guidance 
and counseling, health, and social services directly to stu- 
dents. Examples of acceptable employment would Include 
employment as an academic tutor or peer counselor. 

Section 675.23 Employment provided by a private for* 
profit organization. 

As a result of an amendment made to the HEA by the 
Higher Education Amendments of 1 986. each award year an 
institution mcy use up to 25 percentof its allocation to pay the 
Federal share of the compensation eamed by its students 
who are employed under the CWS program by a private for- 
profit organization. Section 675.23 contains the conditions 
under which that employment may be provided. 

Section 675.26 CWS Federal share limitations. 

Starting with the 1989-90 award year, the Federal 
share of CWS compensation earned by students working for 
the institution, for a Federal. State, or local public agency, or 
for a private nonprofit organization under the CWS program 
will be 75 percent. For award year 1990-91 and subsequent 
years, the Federal share of that compensation will be 70 
percent 

The Secretary will, however, increase the Federal 
share in each of those years to 100 percent to pay the 
compensation of students working for other than a private 
for-profit organization who are enrolled in an institution that 
applies for that increased share in a timely manner and 
qualifies as an eligible Institution under the Strengthening 
Institutions program, the Strengthening Historically Black 
Colleges and Universities program, or the Strengthening 
Historically Black Graduate Institutions program, each of 
which Is authorized by Titie III of the HEA. 

The Federal share of compensation for students 
worthing for a private for-profit organization is 60 percent for 
award years 1987-88 and 1988-89, 55 percent for award 
year 1989-90, and 50 percent for award year 1990-91 and 
subsequent award years. In addition, the non-Federal share 
must be provided by the private for-profit organization. 
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Subpart B— Job Location and Development 
Programs 

A second job location and development program was 
added to the CWS statute. This program authorizes an 
institution to use the lesser of 10 percent of its allocation or 
$20,000 to fund a community service job location and deveU 
opment f -iogram. Subpart B has been revised to include the 
statutory requirements governing this new program. 

Summary of Comments and Responses to the Notice of 
Proposed Rulemaking— Parts 674, 675, AND 676— 
General. 

Section .2— Definitions— 'Undergraduate Student/ 
Graduate or Professional Student** 

Comment: Many commenters requested clarification 
regarding the classification of students enrolled in a com- 
bined undergraduate and graduate program. 

Response: A change has been made. Under the 
definition of an undergraduate student, a student who is 
enrolled in a combined undergraduate or graduate program 
is considered ah undergraduate student for the first four 
years of that program. 

Section .14— Overaward. 

Comment: Many commenters disagreed with the 
provision which disallows excess earnings from CWS jobs to 
substitute for the expected family contribution (EFG). The 
commenters argued that it is Illogical to allow students to 
substitute forEFC by increasing their debt while not allowing 
them to earn their EFC by worthing. 

Response: No change has been made. A students 
EFC represents an amount which the student's family is 
reasonably able to contribute toward his or her c05.t of 
attendance. A student is eligible for CWS employment only 
if the student demonstrates financial need (that is. the stu- 
dent's educational costs excood the student's expected 
family contribution). CWS earnings may not exceed his or 
her demonstrated financial need. Since the EFC Itself is one 
of the components used in determining financial need, it is 
illogical to allow excess earnings to be used to satisfy the 
EFC. Note that demonstration of financial need is not a 
requirement for largely unsubsidized loans such as PLUS or 
SLS (Supplemental Loans for Students). 

Section .16— Making and Disbursing Loans: Payments 
to Students; and Payments of an SEOG. 

Comment: Many commenters supported the pro- 
posal to delete the requirement that an institution shah get a 
written acceptance of the financial aid from the student. 
Three commenters recommended that the inbtitution inform 
the students of the option to accept or deny ail or part of the 
aid package and provide a time frame for response. Several 
commenters opposed this deletion stating that without a 
signed acceptance, students would later dispute the award, 
especially a loan. 

Response: No change has been made. The Secre- 
tary emphasizes that before an institution makes a disburse- 
ment to a student, the institution is required to provide the 
student with certain disclosure information. In addition, a 



borrower must sign the promissory note for each advance 
undera Direct or Pertains loan, and each CWS payment must 
be made by check or similar instrument that a student must 
endorse In order to cash. Therefore, no further record of 
acceptance is necessary. If the institution is concerned that 
the student wouki later dispute that he/she did not receive the 
award, it is free to require Uiat Uie student sign a wrltt9n 
acceptance for each disbursement 

Comment Many commenters opposed the proposed 
time frame of advancing payments of SEOG and Direct/ 
Peri^ins loans in § .16. The reasons dted were (1) the 
proposal does not recognize educational expenses which 
are incurred before the beginning of the period of instructfen; 
(2) Uie proposal will lead to a large number of overpayments; 
and (3) should a student withdraw, the grace period wouki 
begin and Uie institution's refund policy woukl apply any 
amount toward the student's outstanding principal. Several 
commenters recommended that each institution be allowed 
the flexibility of crediting accounts to accommodate its own 
billing system. 

Response: No change has been made. Under the 
previous regulatbn, an in -^litution couki disburse an SECX3 
or Peridns loan only at tho beginning of or within a payment 
period (first day of classes). These regulations give greater 
flexibili^ to institutions regarding the dsbur^mentof SEOG 
and Peri<ins loans and are consistent with the long-standing 
Pell Grant program policy of allowing an institution to ad- 
vance funds directiy to a student ten days before the begin- 
ning of classes and to credit a student's institutional account 
three weeks before the first day of classes. They accommo- 
date the need of a student to pay educational expenses 
incuned before Uie beginning of a period of Instruction. 

If the institution chooses to exercise its right to make 
advance payments, it must accept the responsibility from any 
resulting overpayment Therefore, should a student wiUv 
draw before the first day of classes, all monies disbursed are 
considered to be an overpayment and must be restored to 
Uie relevant program account 

Comment: Numerous commenters disagreed witfi 
Uie proposal in § 675.16 Uiat Uie institution shall not obtain a 
student's power of attorney to auUiorize any disbursement of 
funds or crediting of funds to a student's accounts. Most of 
Uiese commenters cited the large number of students in Uieir 
overseas international programs and stated that mailing 
checks instead of aediting Uie accounts is unduly cumber- 
some and hazardous and would cause delays to Uie aid 
recipients. Some commenters also dted instances in which 
students are studying in off-campus programs Uiat may be a 
great distance away. One suggestion Uiat was made to 
change "shall not obtain' to "shall not hoW.' Most of Uie rec- 
ommendations were to include an "exceptional conditions" 
clause Uiat would allow institutions to obtain a student's 
power of attorney for students studying abroad or a great 
distance. One commenter noted Uiat *waiver of endorse- 
ment" authority is available, and stated Uiat the student 
should have Uie choice between the use of Uiat waiver and 
a power of attorney. 

Response: A change has been made. In order to ac- 
commodate unusual circumstances, Uie regulation has been 
revised to allow Uie institution to obtain a student's power of 
attorney for purposes of auUiorizing disbursements of funds 
only after obtaining Uie Secretary's approval. 
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section .19— FIiciI Procedures and Reci>rd». 



Comment: Numerous commenlers objected to the 
proposal in § .19 which requires the institution to maintain the 
source documents in hard copy or on mlaoRlm. The com- 
menters believe this negates the progress already nriade in 
electronic record-keeping. Hard copies of microfilm back- 
ups are not required in private industry for audit purposes. 
Other commenters suggested that "source documents" be 
changed to •promissory notes" arid "microfilm" be changed to 
"microforms" in order to include other methods of storage. 

Response: A change has been made. Except as 
spedficaHy noted In the rule to the contrary (e.g.. loan 
documentation) institutions \^ll not be required to maintain 
source records In their original form, but may retain this 
information in either hard copy or microforms. 

PubllcCommeni»«ndOepartmenUIRe»pon»e$Rel«tlna 
to Part 675 (CWS) 

Section 675.8->Program Participation Agreement 

Comment: A few commenters noted that the requim- 
mentln § 675.8(c) that the institution make non-CWS institu- 
tional jobs reasonably available to t."ie extent of available 
funds Is more restrictive than the statute. The regulation 
uses the phrase "• • • non-CWS Institutiona! jobs * * *" but the 
statute states • • equlvalen; employment offered or ar- 
ranged • • •." These commenters recommended that the 
regulation be changed to conform with the statute. 

Response: A change has boon mado. The Secretary 
agrees with the commenters and § 675.8 has been rewritten 
to conform with the statute. 

Section 675.18-^U8e of funds. 

Comment: Two commenters objected to the pro- 
posed requlrementin § 675.1 8 that before an institution may 
spend its current year CWS allocaUon. it shall spend any 
funds carried forward from the previous year. The commen- 
lers stated that the requirement would be administratively 
burdensome because Institutions commingle such funds 
with current funds and it would be difficult fcr an Institution to 
demonstrate which funds were used first. 

Response: No change has been made. An Institution 
must spend any funds carried forward from the previous year 
before spending its current yeor CWS allocation. The 
Secretary has the authority to reallocate unused current year 
CWS funds to other institutions. Therefore, to Identity 
accurately the amount of such unused current year funds, it 
is necessary for institutions to spend first those funds cam'ed 
fonward from the previous year. Further, the Department of 
Educatioii may not commingle different CWS annual appro- 
priations in its accounting system, by law. therefore these 
funds must also be reported separately by the Institution. 

Section 675.19->Fisc8l Procedures and Records. 

Comment: Many commenters objoetod to the pro- 
posed rule in 3 675.19 which would require the institution to 
maintain a time record in clock time sequences. Most of 
these commenters dted increased administrative burden on 
Institutions, prohibitive costs (rodoslgning time-cards, time 
sheets, and systems), and the difficulty for State-admini- 



stered Institutions to comply due to standardized forms and 
procedures for State employees. Many of them stated that 
this method is n>ore prone to error and will lead students to 
falsify records. Some commenters reommended that this 
rule may be rwcessary only for certain institutions where 
audits have uncovered flagrant abuse of the present method. 

One commenter agreed that the proposal was appro- 
priate, but stated that several nwnths would be required to 
irTiplenf>ent it because of the changes necessary in financial 
aki offices and payroll systems. 

Response: A change has been made. In order to 
complement existing payroll processes, the Secretary has 
revised the requirement to provide that the certification must 
contain, or be supported by. time records in dock-time 
sequence. 

Section 675.21 (§ 675^1 In NPRM)-lnstltutlonal 
employment 

Comment: Two commer^ters suggested that the 
areas of contracted services for CWS emptoymont In other 
than proprietary institutions should be expanded. The 
commenters stated that the wording "such as food, service, 
cleaning, maintenance or security" makes it undear as to 
whether other sireas are allowed. 

Response: No change has been made. The regula- 
tion lists the most common examples of areas of contracted 
servk;es to which CWS students may be employed 

Comment: One commenter objected to the wording of 
§ 675.21 (d)(2). specifically the statement The institution 
may enter into an agreement ONLY with a reliable agency * 
• *." The commenter suggested the deletion of the word 
"reliable" because It is judgmental and unnecessary. 

Response: A change has been made. The Secretary 
recognizes the judgmental nature of the word "reliable" and 
has deleted this word. The reference to the agreement 
between institutions and organizations has been moved to § 
675.20(b} of the final regulations. 

Comment: A few commenter^ supported the rule 
proposed in § 675.21 (d)(4)(ii) that states that the employer 
may be required to pay such costs as the employer's share 
of sodal security or wori<ers' compensation; however, the 
commenters expressed concern that the regulation does not 
state when an employer must pay such costs. 

Response: No change has been made. In an effort to 
allow institutional flexibility, the Seaetary does not regulate 
when an employer must pay these costs. The dedsion as to 
which entity pays these costs will be contained in the agree- 
ment between the institution and the cmptoying agency. 

Section 675.23 (Previously 675.24)-CWS Federal share 
llmltatlonr. 

Comment: Manycommentersobjectedandexpressed 
concern about the proposal to delete the option which altows 
an Institution to refund excess funds to an off-campus em- 
ployer when the institution receives more money from the 
employer than is required to pay the non-Federal share of 
wages and the administrative costs. The commenters ar- 
gued that this proposal could jeopardize the willingness of 
some off-campus employers to participate in the CWS pro- 



gram and to deposit sufficient funds to meet institutional 
payroll requirements. They aKo stated that the acco^jhting 
procedures would be difficult, since the excess funds would 
have to be carried from one fiscal year to the next 

Response: A change has been made. The Secretary 
agrees with thecommenters and the option will remain in the 
regulations. 

l^e Seaetary amends Parts 674. 675. and 676 of 
Title 34 of the Code of Federol Regulations as follows: 

December 28, 1988 Summary of Comments and Supple* 
mental Information 

SUPPLEMENTARY INFORMATION: The Perkins Loan. 
CWSand SEOG programs (known collectivoty as the cam- 
pus-based programs) are •neod basod" student financial aid 
programs administered by institutions of higher education. In 
order to award finandal aid under each program, an institu- 
tion must detennine whether a student has financial need. 
The institution detemiines a student's financial need by 
subtracting from the student's educational cost his or her 
resources and his or her expected family contribution (EFC), 
I.e.. the amount the student, his or her spouse and, in the 
case of a dependent student, his or her parents, may rea- 
sonably be expected to contribute toward his or her educa- 
tional costs. The EFC is based on the folk>wing elements— 

(1 ) The available income of (A) the student and his or 
her spouse, or (6) the student (and spouse) and the student's 
parents, in the case of a dependent studem.esdmatedasan 
amount equal to base year income; 

(2) The number of dependents in the family of the 
student; 

(3) The number of dependents In the student's family 
who are enrolled in a program of postsocondary education on 
at least a half-time basis and for whom the family may 
reasonably bo expected to contribute toward postseconifary 
education costs; 

(4) The net assets of (A) the student and his or her 
spouse, and (B) the student (and spouse) and the student's 
parents, in the case of a dependent student; 

(5) The marital status of the student; 

(6) Any unusual medical and dental expenses of (A) 
the student and the student's parents, in the case of a 
dependent studen;. or (6) the student and his or her depend- 
ents, in the case of an independent student; 

(7) The number of dependents of an independent 
student, or of the parents of a dopondonl student, other than 
the student, enrolled in private elementary or secondary 
institutions and the unreimbursed tuition paid (A) in the case 
of a d>pendent student, by the student's parents for such 
depenoont children who are so enrolled or (B) in the case 
of an independent student with dependents, by the student 
or his or her spouse for such dependent children who are so 
enrolled; and 

(8) The additional employment expenses incurred (A) 
in the case of a dependent stud(jnt. when both parents of the 
student are employed or when the family is headed by a 
single parent who is employed, or (B) in the case of an 



independent student, when both the student and his or her 
spouse are emptoyed or when the employed student quail* 
fies as a survi\nng spouse or as a head of a household undef 
section 2 of the Internal Revenue Code of 1986. 

On December 1. 1987, the Secretary published final 
regulations for the campus-based programs in the Federal 
Register (52 FR 45738). These regulations require Institu- 
tions to include as a resource (funds available to help pay for 
a students costs) net earnings from empkjyment during the 
award perk>d (other than CWS emptoyment) that are not 
Included in calculating the EFC. This procedure represented 
a continuation of prevx>us policy. 

The 1 986 amendments to Part F of Trtle I V of the H EA 
mandated the use of new fomiuias (Congressional Method- 
ok)gy (CM)) for detemiining a student's EFC for the campus- 
based programs. Unlike the ok^ formulas, under which « 
dependent student's non-need-based earnings during the 
award period were treated as a resource, the new formulas 
require that an amount equal to base year Income be used in 
calculaSng an EFC for both dependent and independent 
students. 

Beginning with the 1988-89 award year an amount 
equal to all taxable and untaxable income received during the 
calendar year preceding the academic year is con skSered as 
base year income in calculating the EFC. Thus, for example, 
in cakhjiating an EFC for the 1988-89 award year, an amount 
equal to base year 1987 income is used. 

The December 1 . 1987 regulations require that earn- 
ings for student emptoyment, known to the institution, be 
monitored and adjustments be made to financial aid award 
packages to prevent overawards. Ouestk}ns on the contin- 
ued applicability of the student employment monitoring pro- 
visk}n were raised by the financial aid community slnc^ non- 
need-based earnings will now be considered base-year 
Income for the subsequent award period. If the monitoring 
and adjustment provisions remain Intact, these same earn- 
tr 3s will also be treated as a resource In the year earned and, 
thus, will be *double-counted.* 

As a result of this community concern regarding the 
treatment of non-need-based earnings, already counted as 
base year income, as a Vesource,* the Secretary has issued 
an interpretative ruling which provides that non-need-based 
earning will be treated only as base-year income and not as 
a resource. As in the past, institutions wilt continue to be 
responsible for monitoring earnings from all need-based 
employment programs to ensure that the student does not 
receive need-based employment earnings in excess of his or 
her need. Need-based employment means employment 
awarded by the institution itself or by another entity to a 
student who demonstrates a finandal need for those funds 
for the purpose of defraying educational costs of attendance 
for the award period. Examples of need-based employment 
would include employment awarded under the Veterans 
Administration 'ork-study program, and employment pro- 
vided by a State, if awarded on the basis of financial need for 
the purposes of defraying educational expenses. 

Under the revised regulations, monitoring of non- 
need-based employment is never required If the student Is 
not employed under the CWS program. Monitoring of non- 
nood-based employment is required only if all of the following 
conditk}ns are met— (1) the student is employed under the 
CWS program. (2) the student's financial need has been meL 
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and (3) the institution wishes to continue to employ tha 
student under the CWS program. Under these revised regu- 
lations, monitoring of employment is only required in order to 
determine when CWS funds may no longer be used to pay 
wages. Section 443(b)(4) of the HEA provides that for a 
student employed under the CWS program, at the time 
income derived from any employment (need-based or non- 
need-based) exceeds the amount of such student's need by 
more that$2CX). continued employment shall not be subsi- 
dized with CWS funds. The Department has interpreted this 
statutory provision to mean that institutions must terminate 
CWS compensation for omploynfieni when the income from 
any employment earned subsequent to time that the stu- 
dents nr^ed is met. exceeds the student's need by more than 
$200. An institution should not consider CWS earnings, in 
excess of need, which are loss than or equd to $200. as a 
resource the following year or as income for purpose of 
computing the EFC. Earnings from non-need-based em- 
ployment will be counted as income for the following year. 

The institution may not consider non-need-based 
earnings as a "Yesource." If. in a specific case, the institution 
believes that the amount of base year earnings does ,iot 
accurately reflect the amount a student can be expected to 
earn in the subsequent award year, the institution has the 
authority under Section 479A of the HEA to make acJjust- 
ments to the EFC or to use the projected income in the 
calculation. 

Therefore, the Secretary is amending 34 CFR 674. 1 4. 
675.14 and 676.14. regulatbns applicable to the Pertains 
Loan, CWS and SEOG programs respectively, to exclude 
from the definition of "resources- award period non-need- 
based earnings. Non-need-basod earnings are used, how- 
ever, to count toward the determination of when the $200 
threshold requiring a discontinuation of CWS funding is 
needed in cases in which the following conditions are met: 

(a) The student is employed under the CWS program; 

(b) The student's financial need has been met; and 

(c) The institution wishes to continue to employ the 
student under the CWS program. 

The following employment case studies illustrate the 
application of the monitoring requirement: 

Employment case study #1 

Julie has a financial needof $3,000. She v/as awarded 
a Pell Grant of $1,000. an SEOG of $1,000 and a Pertains 
Loan of $1 .000. She also has employment off-campus that 
she obtained herself. The institution has determined this 
employment to be non-need-basod employment. No moni- 
toring of her earnings is required nor is an adjustment to her 
student financial aid package required as a result of her non- 
need-based employment. 

Employment case study #2 

Howard has a financial need of $2 000. Me was 
awarded a CWS job of $2,000. Ho also works off-campus in 
a position which ho obtained himself. The institution has 
determined this employment to bo non nood based employ- 
ment He has earned $2,000 in the College Work-Study 
program, had job-rolated costs of $100 foi taxes and uni- 
forms, and the school plans to terminate his employment 



when he reaches $2,100 in CWS earnings. The institutk>n 
must monitor only his CWS employment since it plans to 
terminate his CWS emptoyment when his r)eed is met 

Employment case study «3a 

Marcia has a fi: incial need of $5,000. She has been 
awarded a Peridns Loan of $2,000 and CWS employment of 
$3,000. She also works on campus in the bk)k>^ lab. Ihe 
institution conskters her bwtogy lab emptoyment to be non- 
need-based emptoyment and the school plans to terminate 
heruWSemploymentwhenherCWSeamingsreach $3,000. 
The institution must monitor only her CWS employment unt9 
she has earned the $3,000. No further monitoring Is requitBd 
if her employment under the CWS program is then tamil- 
nated. 

Employment case study #3b 

Please refer to case study 3a. It is nearing the end of 
the award year and Marcia*s Perkins Loan has been fuBy 
disbursed. She has earned $2,900 in CWS earnings and has 
job-related costs of $100. Tfie institutton wants to continue 
her CWS employment for four more weeks and expects her 
additional CWS earnings to be about $400. The steps the 
institution must follow are as foltows: 

(1 ) The institution must monitor only her CWS emptoy- 
ment earnings until she earns a total of $3,100 in CWS funds 
(her CWS award amount for $3,000 plus $1 00 in job-related 

costs). 

(2) When her CWS earnings reach $3.1 00 the institu- 
tion must begin monitoring BOTH her subsequent CWS and 
btology lab earnings. 

(3) When the combination of CWS earnings and 
biology lab eamir»gs. earned subsequent to the time herneed 
was met. exceed $200. no further CWS funds may.be used 
to pay for her emptoyment In this case, the addittonal CWS 
funds pemiitted to be paid after her need has been met may 
be less than $200 (e.g.. if she earns $75 from the bfotogy lab 
employment, only $1 25 may be paid from CWS funds for her 
CWS employment). The institution is free, however, to con- 
tinue to emptoy her in the same position on its own payroll; 
no CWS funds may be used to pay wages for such emptoy- 
ment or to defray administrative costs associated vwth that 
employment. 

V;ere she employed only under the CWS program, a 
total 01 $3,300 in CWS funds could be expended ($3,100 to 
meet her netfd plus the additional earnings of $200). 

In all of these examples, non-need-based eamings 
will be treated as base year income for the following award 
year if the student applies for financial aid. 
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PART 676.SUPPLEMENTAL EDUCATIONAL 
OPPORTUNITY GRANT PROGRAM 

Note: An astensk {•) indcates provisions that are 
common to Parts 674, 676, and 676. The use of asterisks wtO 
assure partfcJpating institutions that a provision of one regu- 
lation is {dentical to the corresponding proviswns in the other 
tfio. 

Sec 

676.1 Purpose and identification of common provisions. 

676.2 Definitions. 
•676.3 Application. 

676.4 Allocation and real(ocatk)n. 
676.5^76.7 [Reserved] 

676.8 Program participation agreement 

676.9 Student eligibility. 

676.10 Selection of students for SEOG awards. 
676.11^76.13 [Resen/ed] 

676.14 Overaward. 

*676.15 Coordination with BIA grants. 

676.16 Payment of an SECX3. 

676.17 Federal interest in allocated funds. 

676.18 Use of funds. 

676.19 RscaJ procedures and records. 

676.20 Minimum and maximum SEOG awards. 

676.21 SEOG Federal share limitations. 

Summary of Comments and Responses 

Authority:20 U.S.C. 1 070b.l070fa-3. unlessotiienivise noted. 

Sec $76,1 Purpose end IdenUflcatlor of common 
provlelone. 

(a) The Supplemental Educational Opportunity Grant 
(SEOG) Program awards grants to finandalty needy stu- 
dents attending institutions of higher education to help them 
pay their educational costs. 

•(b) Provisions in tiiese regulations ttiat are common 
to ali campus-based programs are identifiedwitii an asterisk. 

(Autiiorily: 20 U.S.C. 1070b) 

Sec 676.2 Definitions. 

•(a) Subpart A of tiie Student Assistance General 
Provisions regulations. 34 CFR Part 668. sets forth defini- 
tions of tiie following tenns used in tiiis part: 



Academic year 
Award year 
Clock hour 

College Woric-Study (CWS) Program 
Enrolled 

Guaranteed Student Loan (GSL) Program 
HEA 

Income Contingent Loan Program 

Pen Grant Program 

Peridns Loan Program 

PLUS Program 

Secretary 

SLS Program 

(b) The Secretary defines ottier tenms usedm ttiis part 
asfoKows: 

•Expected family contnlHition (EFC): The amount a 
student and his or her spouse and family are expected to pay 
toward the student's cost of attendance. 

•Rnandal need: The difference between a students 
cost of attendance and his or her EFC. 

•Fun-time student Anenrolfedstudentwhoiscanying 
a full-time academfc work had (ottier tfian by correspon- 
dence^as determined by the institutionnrnder a standard 
appncaWe to ail students enrolled In a particular program. 
However, an institution's full-time standard must equal or 
exceed one of ttie fbltowing minimwn requrements; 

(1) 12 semester hou^s or 12 quarter hours per aca- 
demic term in an institution using a semester, trimester, or 
quarter system. 

(2) 24 semester hours or 36 quarter hours per aca- 
demic year for an institution using credit hours but not using 
a semester, trimester, or quarter system, or ttie prorated 
equivalent for a program of less ttian one academic year, 

(3) 24 d^di hours per week for an institution using 
dock hours. 

(4) In an institution using botti credit and dock hours, 
any combination of credit and dock hours where ttie sum of 
ttie fdtowing fractions is equal to or greater ttian one. 
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Number of credit hours per term 



12 
+ 

Number of dock hours per week 



24 

(5) A series of courses or seminars which equals 1 2 
semester hours or 12 quarter hours in a maximum of 18 
weeks. 

(6) The work portion of a cooperative educatk)n pro- 
gram In which the amount of work performed is equivalent to 
the academic workload of a fuK*time student 

^Institution of higher education (institution):A publtcor 
privalenonprofitinstitution of hi^er education, aproprietaty 
institution of highereducation, or apostsecondaiy vocational 
institution. 

*Need*based cmpToymenf Emptoyment provided by 
an institution itself or by armtfier entity to a student who has 
demonstrated to tHe.institutibri or \ha entity (through stan- 
dards or niethdds it ttstablis^K s) a finaidal need for the 
earnings frcnn tfttt employment for the purpose of defraying 
educational co«t5 of attendance for the award year for which 
the employment is provkied. 

Payment penod: A semester, trimester, or quarter. 
For an institution not using tfiose academic periods, it is the 
period between the beginning and tfie mlc^'nt or between 
the midpoint and the end of an academic year. 

Undergraduate student: A student enroOed in an 
undergraduate course of stt*^ at an institution of higher 
education who- 

(1) Has not earned a baccalaureate or first profes- 
sfonal degree; and 

(2) Is in an undergraduate course of study which 
usually does not exceed 4 academic years, or is enroltod in 
a 4 to 5 academic year program designed to lead to a first 
degree. A student enrolled in a program of any otfier length 
is conskiered an undergraduate student for only tt)e first 4 
academic years of that program. 

9. Section 676.1 4 is revised to read as follows. (The 
asterisk indicates provisions common to Parts 674, 675, and 
676.) 

(Autfiority: 20 U.aC. 1087aa-1 08711) 
*Sec. 676^ Appllcttloik 

(a) To participate in tfie SEOG program, an institution 
shall file an appfication witfi the Secretary before an annual^ 
established dosing date. 

(b) The application m ust be on a form approved by the 
Secreta^ and contain the infonnation needed by tfie Secre- 
tary to determine tf>e institution's allocation of reallocation of 
tfie SECX^ program funds under section 41 3D of tfie HEA. 

(Autfiorily: 20 U.S.C. 1070b-3) 



Sec 676.4 Allocation and reallocation. 

(a) The Secretary alk}cates and realfocates funds to 
institutions partidpating in tfie Supplemental Educational 
Opportunity Grant program in accordance witfi section 4130 
of tfie HEA. 

(b) As used In section 41 3D of tfie HEA, *Biglble 
institutions offering comparable programs of instruction" 
means institutions that are being compared with tiie appfi- 
cant institution and tfiat fall within one of tfie following six 
categories: 

(1) Cosmetology. 

(2) Business. 

(3) Trade/Technical. 

(4) Art Schools. 

(5) Otfier Proprietary Institutions. 

(6) Non^'roprietaiy Institutions. 

(0) Payment to institutions. The Secretary allocates 
fonds for a spedfk: period of time. The Secretary pays an 
institution its alfocation ki periodic installments and may 
make tfiese payments in advance or by way of reimburse- 
ment The Secretary bases tfie amounts of these instaO- 
ments on periodic fiscal reports. 

(d) Authority to expend funds. An institution shall not 
use funds allocated or reaHocated for an award year- 

(1 ) To make SEOG disbursements to students in any 
subsequent award year; or 

(2) To satisfy any otfier obligation incurred after the 
end of tfie designated award year. 

(Autfiority: 20 U.S.C. 1070M) 

Sees. 676.5-676.7 [Reserved] 

Sea 676.8 Program participation agreement 

To partidpate in tfie SEOG program, an Institution 
shall enter into a partidpation agreement witfi tfie Secretary. 
The partidpation agreement provkies, among otfier tfiings, 
tfiat tfie institution shaQ- 

(a) Use tfie funds it receives solely for tfie purposes 
spedfied in tfiis part; and 

(b) Administer tfie SEOG program in accordance witfi 
tfie HEA, tfie provisfons of tfiis part and the Student Assis- 
tance General Provisfons regulations, 34 CFR Part 668. 

(Autfiority: 20 U.S.G. 1070b et seq„ and 1094) 

Sea 676.9 Student eligibility. 

A student at an institution of higher education is 
ePgible to receive an SEOG foran award year if the student- 
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(a) Meets the relevant e!kiitxlty requirements con- 
tained in 34 CFR 668.7; 

(b) Is enroVed or accepted forenroQment as an under- 
graduate student at the institution; and 

(c) Has financial need as detennined in accordance 
with Part F of Title IV of the HEA. A member off a religious 
order (an order, conwnunity, society, agency, or organiza- 
tion) who 1$ purswng a course of study at an institution off 
higher education is consider^ to have no financial need if 
that religious order- 

( 1 ) Has as its primary objective the promotion of ideals 
and befefs regarding a Supreme Being; 

(2) Requires its members to forego monetary or other 
support substantia^ beyond the support it provides; and 

(3) Directs the member to pursue the course of study 
or provides subsistence support to its members. 

(Authority: 20 U.S.C. 10706-1, 1070b-2 and 1091) 

Sec e7e.10 Selection of etudento for SEOG awards. 

(aKI) In selecting among eligible students for SEOG 
awards in each award year, an Institution sh^ select those 
students with the lowest expected famify contributions who 
wai also receive Pen Grants in that year. 

(2) If the institution has SEOQ funds remaning after 
grving SEOG awards to al the Pel Grant redpients at the 
institution, the institution shal awstfd the rema'nmg SECX3 
funds to those eT^ible students with the lowest expected 
fam8y contributions who win not receive Pell Grants. 

(b) If an institution's aSocation off SEOG funds is 
directly or ind rectfy based on the financial need demon- 
stratod by students attending the institution as less tiian ful- 
timo students, the institution shafl, consistent witfi the re- 
quirements off paragraph (a) of this section, award a reason- 
able proportion of its allocation to those students. 

(Authority: 20 U.S.C. 1070b-2) 

Sea 676.11^6.13 [Reserved] 

*Sea 676.14 Overaward. 

*(a) Qvefaward Rmhihilffd (1) An institution may only 
award or disburse an SEOG to a student if the SEOG, 
combined with tfie other resources the student receives, 
does not exceed tfie students Snandal need. 

(2) When awarding and disbursing an SEOG to a 
student, tfie institution shall take into account tfiose re- 
sources it— 

(i) Can reasonably anticipate at tfie time it award 
SEOG funds to tfie student; 

(ii) Makes available to its students; or 

(iii) Otfierwise knows about 

(3) If a student receives resources at any time during 
tfie award period that wore not considered in calculating the 



SEOG award, and the total resources including SEOG ex- 
ceed tfie students need, the overaward is tfie amount that 
exceeds need. 

*(b) RflSQurws, (1) Except as provided in paragraph 
(b)(2) of tfiis section, tfieSecretaiy considers tfial^sources* 
include but are not limited to any- 

(0 Funds a student is entitied to receive from a Pell 
Grant, regardless of whetfier tfie student appfies for the PeH 
Grant; 

(0) Guaranteed Student Loans; 

(iii) Waiver of tuition and fees; 

ffv) Grants, including SEOGs and ROTC subsistence 
allowances; 

(V) Scholarships, including atfiletic sdiolarshbc and 
ROTC scholarships; 

(vO FeDowships or assistantships; 

(vi) Insurance prognams for tfie student's education; 

(VBi) Veterans benefits; 

fix) Net earnings from need-based employment; and 

(X) Except as provkJed in paragraph (b)(3) of tfiis 
section, long-term toans, including PeriOns and EMrect Loans 
and need4>ased iCLs, made by tfie institution, 

(2) The Secretary does not conskler as a resource— 

O Any portion of tfie resources descr&)ed in para- 
graph (bKI) of tfiis section tfiat are inckided in tfie studenfs 
expected family contribution (EFC); and 

(i) Earnings from non-need4)ased employment 

(3) The institution m^ treata Si^plemental Loan for 
Students (SLS), State-sponsored or private loan, PLUS loan, 
or non-need4)ased ICL as a substitute for a students EFc! 
However, if tfie sum of tfie loan amounts received exceeds 
tfie student's EFC, tfie excess is a resource. 

*(c) Treatment of resoufcftg m ftxcojis of An 
institution shaU take tfie folk>wing steps when it learns thata 
studenthas received additional resources not inckided in tfie 
calculation of SEOG eligibility tfiat wouM result in tfie stu- 
dents total resources exceeding his or her financial need by 
more tfian $200: 

(1) The institution shall deckle whetfier tfie student 
has increased financial need tfiat was unantictpated when it 
awarded financial akJ to tfie student If tfie student demon- 
strates increased financial need and tfie total resources do 
notexceod tfiis increased need by more tfian $200, no fulher 
action is necessary. 

(2) If no increased need is demonstrated, or tfie 
students total resources still exceed his or her need by more 
tfian $200, as recalculated pursuant to paragraph (cXI) of 
tfiis section, tfie institution shall cancel any undisbursed loan 



or grant (other than a Pell Grant). 

(3) If the student's total resources still exceed his or 
her need by more than $200 after the institution takes the 
steps required in paragraphs (c) (1 ) and (2) of this section, the 
institution shall consider the amount by which the resources 
. exceed the students finandal need by more th an $200 as an 
overpayment 

(d\ l.tabHrtv for and recovery of overpayments. (1)A 
student is liable for any SEOG overpayment made to him or 
her. 

(2) The institution is also liable for an overp^ment If 
the overp^ent occurred because the institution failed to 
follow the procedures set forth in this part The institufon 
shaM restore an anx>unt equal to the overpayment and any 
administrate^ cost allowance claimed on that amount to its 
SECXBaccouhteven if itcannotcollecttheoverpaymentfrom 
the student 

(3) If an institution makes an overpayment for which it 
is not liable, it s\M help the Secretary recover the overpay- 
ment by noakiny a reasonable effort to contact the student 
and recover the overp^ment The Secretary regar^ls a 
written deniand to the student for repayment of the over- 
awarded funds, with notice that falure to make that repay- 
ment wdl render the student ineligible for further Title IV aid, 
to constitute sudi a reasonable effort 

(Authority: 20 U.S.C. 1070b-1) 

IFR Doa 88-29666 Rted 1 2-27-88: 8:45 am] 

*Siic $76.15 Coordlnatfon with BIA grants. 

(a) To detemoine the amount of an SECXa for a student 
who is also eRgS>le for a Bureau of Indian Affairs (BlA) 
education grant an institut'on shall prepare a package of 
student aki- 

(1) From resources other than the BIA education grant 
the student has received or is expected to receive: and 

(2) That is consistent in type and amount with pack- 
ages prepared for students in similar drcumstances who are 
not eligible a for BIA education grant 

(b) (1) The BIA education grant whether received by 
the student before or after the preparation of the student akj 
package, supplements that package. 

(2) No adjustment may be made to the student aid 
package as long as the total of the package and the BIA 
education grant is less than the institution's detennlnation of 
that student's financial need. 

(c) (1 ) If the BIA education grant when combined with 
other aki in the package, exceeds the student's need, the 
excess must be deducted and may be deducted from the 
other assistance, not the B!A education grant 

(2) The institution shall deduct the excess in the 
following sequence: loans, work-study awards, and grants 
other than Pell Grants. However, the institution may change 
the sequence if requested by a student and the institution 
believes the change benefits the student 



(d) To detemnine the financial need of a BIA-eligible 
student a finandal aid administrator is encouraged to con- 
sult with area offk:tals in charge of BIA postsecondary finan- 
cial aid. 

(Authority: 20 U.S.C. 1070b-1). 

Sec 676*16 Paynient of an SE06. 

(a)(1 ) Except as provided in paragraphs (b) and (e) of 
tills sectfon, an institution shall pay in each payment period 
a portion of an SEOG awarded for a full academic year. 

(2) The institution shall determine the amount paki 
each payment period by tiie following fractfon: 



SEOG 



N 

Where: 

SEOG^tiie total SEOG awarded for an academk; year and 
N=the nu mber of payment periods thatthe institution expects 
the student will attend m that year. 

(3) An institutfon may pay the student witiiin each 
payment period, at such tmies and in sudi amounts as it 
detemiines best meets the student's needs. 

(b) If a student incurs uneven costs or resources 
during an academic year and needs additfonal funds in a 
particular payment period, the Institution may pay SEOG 
funds to the student for those uneven costs. 

(c) The institution may pay the student duBctiy by 
check or by crediting his or her account with the institution. 
The institutfon shall notify the student of the amount he or she 
can expect to receive, and how and when that amount will be 
paid. 

(d) (1) An institution may not pay an SEOG to student 
forapaymentperioduntilthe student registers for thatperiod. 

(2) The earliest an institutfon may directfy pay a 
registered student is 10 days before tfie first day of classes 
of a payment period. 

(3) The eariiest ai institution may pay a registered 
student by crediting the student's account is tiiree weeks 
before the first day of dasses of a payment period. 

(e) (1) The institutfon shall return to the SEOG account 
any funds paki to a student who, before the first day of 
classes- 

(1) Offidally or unoffidally withdraws; or 
(ii) Is expelled. 

(2) A student who does not begin class attendance is 
deemed to have witiidrawn. 

(0 Only one payment is necessary if tiie total amount 
tfie Institution awards a student for an academic year under 
tiie SEOG and NDSL program is less tiian $501. 
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(g) A correspondence. student shall submit his or her 
first completed lesson before receiving an SEOG payment 

(Authority: 20 U.S.C. 1070b. 1091) 

(Approved by 0MB under control number 1840-0535) 

•Sac; 676.17 Fadera: interest fn allocated funda* 

Except for funds received for the administrative cost 
allowance (see Sec. 676.?8(b)). funds received by an insti- 
tution under the SEOG program are held in trust for the 
intended student beneficiaries and the Secretary. Funds 
may not be used or hypothecated (i.e., servt- as collateral) for 
any other purpose. 

(Authority: 20 U.S.C. 1070b-1070b-3) 

Sea 676*18 Uaa of fu nds* 

(a) General. An institution may use its SEOG alloca- 
tion and reallocation only for- 

(1) Making grants to eligible students; 

(2) Carrying ou t the administrative activities descnl)ed 
in paragraph (b)(4) of this section: and 

(3) Transferring a portion of its SEOG allocation to its 
CWS allocation as described in paragraph (c) of this section. 

(b) Administrative cost allowance. (1) An institution 
participating in the SEOG program is entitled to an i dminis- 
trative cost allowance for an award year if it awards jjrants to 
students in that year. 

(2) For any award year, the anount of the allowance 
equals- 

(i) Five (5) percent of the first $2,750,000 of the 
institution's expenditures in that award year under the CWS, 
SEOG, and Peridns Loan programs; plus 

(ii) four (4) percent of its expenditures v^ich are 
greater than $2,750,000 but less than $5,500,000; plus 

(lii) Three (3) percent of its expenditures which are in 
excess of $5,500,000. 

(3) However, the institution may not include, in calcu- 
latirjg this allowance in paragraph (b)(1) of this section, the 
institution's CWS expenditures under the community service 
learning program (34 CFR 675.25) and the amount of loans 
made under the Perkins Loan Program that it assigns to the 
Secretary under section 463(a)(6) of the HEA. 

(4) An institution shall use its administrative cost 
allowance to offset its costs of administering the Pell Grant. 
CWS, SEOG, and Perkins Loan programs. Administrative 
costs also include the expenses incuned for carrying out the 
student consumer infomiation services requirements of 
Subpart D of the Student Assistance General Provisions 
regulations. 34 CFR 668. 

(c) Transfer of funds to CWS, (1) An institution may 
transfer u p to 1 0 percent of the s um of its SEOG allocation for 
an awanj year to its CWS program. 



(2) An institution shall use transfened funds according 
to the requirements of the program to which they were 
transfened. 

(3) An institution shall report any transferred funds on 
the Rscal Operations Report required under Sec. 676.19. 

(4) An institution shall transfer back to the CWS 
progmm any funds unexpended at the end of the award year 
that tt transferred to the SEOG program from the CWS 
program. 

(Authority: 20 U.S.C. 1070b et $eq., 1095 and 1096) 
Sea 676.19 Rscal prooaduraa and raoorda. 

(a) Rscal ProceAires. (1) In administering its SECXa 
program, an institution shall establish and mamtain an inter- 
na! control system of checks and balances that insures that 
no office can both authorize payments and disburse funds to 
students. 

(2)(i) Exceptas provided in paragraph (aK2)(i) of this 
section, a separate bank account for SEOG funds is not 
required However, an institution shall notify any bank in 
wh]ch it deposits Federal funds of the accounts in whkrfi 
those funds are deposited by- 

(A) including in the name of the account the fact that 
Federal funds are desposited; or 

(B) Notifying the bank in writing of the accounts in 
which it deposits Federal funds. The institution shall retain a 
copy of this notice in its files. 

(ri)lftheSecretarydetemiinesthatadequateaccount- 
ing records are not maintained, the institution shaB keep 
SEOG funds in a separate bank account 

(b) Records and reporting. (1) An institution shall es- 
tablish and maintain on a cunent basis financial records that 
reflect all program transactions. The institulk)n shall estab- 
lish and maintain genera! ledger control accounts and related 
subsidary accounts that identify each program transactwn 
and separate those transactions from all other institutional 
financial activity. 

(2) The institution shall also establish and maintain 
program and fiscal records that- 

(0 Are reconciled at least monthly; 

(ii) Identify each student's account and status; 

(iii) Show theeligibllityofeachstudentaided under the 
program; and 

(iv) Show how the need was met for each student 

(3) The institution shall maintain on file all SEOG 
applications for those students It reports on the Rscal Opera- 
tions Report and Application to Participate in the Peri«ns 
Loan. SEOG. and CWS Programs (FISAP). 

(4) The institution shall maintain all records supporting 
its application for funds under this part 
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(5) Each year an institution shall submit a Fiscal 
Operation Report plus other information the Secretary re- 
quires. The institution shall insure that the infomiation re- 
ported is accurate and shati submit it on the fomi and at the 
Htno specified by the Secretary. 

(c) Retention of records.-(1) Records. Each Institution 
shall keep intact and accessible records of the application, 
the receipt, and the expenditure of Federal funds, including 
an accounting records and original and supporting docu- 
ments necessary .to document how the funds are spent 

*(2) Period retention. Except for audit questions, an 
institution shall keep records for an award year for five years 
after it submits its FISAP for that year. 

*(d)(i) An institution may keep the records required in 
this section on microforms or it may keep its records in 
computer fomiat 

(ii) If the institution keeps its records in computer 
format it shall maintain, in either hardcopy or microforms, the 
source documents supporting the computer input 

(4) Audit questions. An institution shall keep records 
on any claim or expenditure questioned by Federal audit or 
program review until any audit questions are resolved. 

(Authority: 20 U.S.C. 1070b. 1094. and 1232f) 

(Approved by 0MB under control number 1840-0535) 

Sec 676.20 Minimum and maximum SEOG awards. 

(a) An institution may award an SEOG for an aca- 
demic year in an amount it detemiines a student needs to 
contLnue his or her studies. However, an SEOG may not be 
awarded for a full academic year that is- 

(1) Less than $100, or 

(2) More than $4,000. 

(b) For a student enrolled for less than a full academic 
year, the minimum allowable SEOG may be proportionately 
reduced. 

(Authority: 20 U.S.C. 1070. 1070b-1) 

Sec. 676.21 SEOG Federal share limitations. 

(a) Except as provided in paragraph (b) of this secdon- 

(1) For award years 1987-88 and 1988-89, the Fed- 
eral share of SEOGs awarded to students by an institution 
equals 100 percent of the amount of the SEOG awards made 
by that institution; 

(2) For award year 1989-90, the Federal shaie of 
SEOG awards made by an institution may not exceed 95 
percent of the amount of those awards; 

(3) For award year 1990-91, the Federal share of 
SEOG awards made by an institution may not exceed 90 
percent of the amount of those awards; and 

(4) For award year 1991-1992 and subsequent award 



years, the Federal share of SEOG awards made by an 
institution may not exceed 85 percent of the amount of tfiose 
awards. 

(b) Beginning with the 1989-90 award year, the Sec- 
retary authorizes, for each award year, a Federal share of 
100 percent of the SEOGs awarded to students by an 
institution that- 

(1) is designated as an eligible institution under the 
Strengthening Institutions program (34 CFR Part 607) or the 
Strengthening Historically Black Colleges and Universitos 
program (34 CFR Part 608); and 

(2) Requests that increased Federal share as part of 
its regular SEOG funding application for that year. 

(c) The non-Federal share of SEOG awards must be 
made from the institution's own resources, which include for 
this purpose- 

(1) Institutional grants and scholarships; 

(2) Tuition or fee waivers; 

(3) State scholarships; and 

(4) Foundation or other charitable organization funds. 

(Authority: 20 U.S.C. 1070b-2 and 1069a) 

SUMMARY OF COMMENTS 

December 1, 1987 Summary of Comments and Supple- 
mental Information 

SUPPLEMENTALINFORMATION: The Secretary published 
a notice of proposed rulemaking for the campus-based 
programs in the Federal Register of February 27. 1985. 50 
FR 8050-8086. Since the publication of that NPRM. the 
statute authorizing these programs, the Higher Education 
Act of 1965 (HEA), has been significantly amended by the 
Higher Education Amendments of 1986 and the Higher 
Education Technical Amendments Act of 1 987. The regula- 
tions have been revised to conform to the new statutory 
amendments and have also been revised in accordance with 
public comment The following discusses the statutory 
changes. Changes made as a result of public comment on 
the proposed regulations will be discussed in the appendix to 
these final regulations. 

Conforming Changes to All Three Program Regulations. 

The following is a descripl'on of the changes made in 
all the proposed regulations to confomn those regulations to 
new statutory provisions. 

Sections 674.3. 675.3. 676.3 Application and §§ 674.4. 
675.4. 676.4 Allocation and reallocation. 

The method of allocating funds to institutions under 
each program has been changed under each program stat- 
ute, instead of apportioning funds among the States and 
then allocating funds to institutions from each State's appor- 
tionment, funds are allocated directly to institutions under a 
statutory fonnula which makes no provision for appeals. 
Accordingly. § .3 through § .7 of each proposed regulation 
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have been deleted and replaced with new § .3 and § .4 to 
reflect these statutory changes. 

Section .3 of each regulation notifies institutions in 
general terms about the information that they must provide 
when they apply for funds. Section .4 of each regulation 
refers to the statutory section goveminq the allocation and 
reallocation of funds for that program instead of repeating the 
statutory formula. Those sections are section 462 of the HEA 
for the Perkins Loan program, section 442 ct the HEA for the 
CWS program and section 413D of the HEA for the SEOG 
program. In addition, each §.4 defines terms thalare needed 
by the Secretary to carry out each program's allocation and 
reallocation and cteariy articulates current and longstanding 
Department policy regarding the duration of the institution's 
authority to expend program funds. 

Sections 462. 442. and 413D of HEA apply to the al- 
location of funds starting with the 1988-89 award year. 
Therefore, the Secretary has allocated funds to institutions 
under these programs for the 1987-88 award year in accor- 
dance with the procedures required for those allocations by 
Pub. L 99-500, the Continuing Resolution for Rscal Year 
1987. 



Sections 674.9, 675.9, 676.9 Student ellglbiniy. 

These sections were reorganized to contain only pro- 
visions specific to each program. Provisions common to all 
the Title IV HEA programs are now contained In the Student 
Assistance General Provisions regulations. 34 CFR Part 



Sections 674.10, 675,110, 676.10 

Selection of Students for Loans, 

Selection of Students for CWS 

Employment, Selection of Students for SEOG Awards. 

If an Institution's allocation of funds is directiy or 
indirectly based on the financial need demonstrated by 
students attending the institution as less than full-time stu- 
dents, the Institution must award a reasonable proportion of 
its allocation to those students. This requirement applies to 

all institutions thatpermitstudentsto enroll on less thanafull- 
time basis. 

Sections 674.11, 675.11, 676.11, 674.12, 675.12, 676.12, 
and 674.13, 675.13, 676.13 of the proposed regulations. 
Allowable costs of attendance. Calculation of expected 
family contributions. Need analysis systems. 

Beginning with tiie 1988-89 award year, a student's fi- 
iiandal need, reflecting his or her expected family contribu- 
tion (EFC) and cost of attendance for each of the campus- 
based programs, must be calculated in accordance witfi Part 
F of Title iV of tiie HEA. Therefore, the provisions dealing 
with a student's cost of attendance, the calculation of an 
expected family contribution, and need analysis system tiiat 
were Indudedas §§674.11, 675.11. 676.11. 674.12.675 12 
676.12. and 674. 13. 675.13, 676.13 in the proposed regula- 
tions have been deleted. Because Part F of Title IV of tiie 
HEA is so specific, the Secretary has not republished tfiose 
statutory provisions in these regulations. However. § 674. 1 2 
provides the Peil^ins Loan program maximum loan limits and 
§ 674.13 describes tfie condiliun under whi<ii an institution 
must reimburse its Fund. 



For the 1 987-88 award year, under tiie Student Finan- 
cial Assistance Technical Amendments Act of 1982. as 
amended, institutions must continue to calculate a student's 
expected family contribution using one of the 32 need analy- 
sis systems that the Secretary has approved for that purpose 
In tile notices published In the Federal Register of January 
30. 1 987. 52 FR 3091 , and the Federal Register of February 
26. 1987. 52 FR 5816. Similariy. In accordance witfi the 
Student Finandal Assistance Technical Amendments of 
1982. as amended, tiie cost of attendance provisions tfial 
were in effect for tiie 1986-87 award year will continue to 
apply in tiie 1987-88 award year. 

Sections 674.14, 675.14, 676.14 Overaward. 

The proposed rule would have pemiitted the individ- 
ual to exclude certain portions of Guaranteed Student Loans 
(GSL) and PLUS loans from the resources that must bo 
considered by the institution. The GLS program statute, as 
amended, now provides ttial an applicant for a subsidzed 
GSL qualifies for \haX loan only if the applicants cost of 
attendance exceeds his or her expected family contribution 
(EFC). However, tfie amended stattJte pemiits an applicant 
to use a PLUS, SLS. ora loan made under aState-sponsored 
or private loan program to meet this EFC requlremerit the 
Secretary has tfierefore revised the proposed aile accord- 
ingly: The Institution must now consider all GSL loans as 
resources and may substitute on^ these enumerated loans 
for tfie applicant's EFC. Furtfier. to clarify the resources to be 
considered, tills secticvi has been revised to articulate cur- 
rent policy tiiatall Tide IV assistance, induding Pell Grants. 
SEOG and otfier governmental grants and scholarships, are 
to be counted as resources. 

In addition. §§ 674.14 and 676.14 provide tfial when 
an Institution makes an overaward for which It is not respon- 
sib le to repay. It must make a reasonable effort to recover that 
amount from the recipient The Secretary regards a reason- 
able effort to indude a written demand for repayment in which 
ttie institution notifies tiie redplent tfial he or she owes a 
refund of tfie overawarded aid and tfiat failure to repay tfiat 
amount will render tfie Individual ineligible for furtfier Tide IV 
aid by virtue of section 484 of tfie HEA. 

Conforming Changes to the SEOG Program Regulations 

Section 676.10 Selection of students for SEOG awards. 

In selecting SEOG recipients for any award year an 
institution must first award grants to tfiose eligible students, 
induding students attending less tfian half-time, witfi the 
lowest expected family contributions in accordance witfi Part 
F Title IV of tfie HEA who are also recipients of a Pell Grant 
for that year. The institution may tfien jelect SEOG recipi- 
ents who are not redpients of a Pell Grant for tfiat year in 
priority order of lowest expected family contributions. 

Section 676.20 Minimum and maximum SEOG awards. 

The maximum grant has been increased to $4,000 
and tfie minimum grant has been reduced to $100. 

Section 676.21 SEOG Federal share limitations. 

Starting witfi the 1989-90 award year, tfie Fewral 
share of SEOG awards an institution makes will be 95 
percent of tfie amount of those grants. For award year 1 990- 
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91, the Federal share wiii be 90 percent of the amount of 
those awards and for the 1991-92 and subsequent years, the 
Federal share will be 85 percent of the amount of those 
awards. 

The Secretary will, however, increase the Federal 
shareof SEOG awards in each of those years to 100 percent 
for any institution that applies for that increased share in a 
tintely manner and qualifies as an eligible institution under 
the Strengthening Institutions program or the Strengthening 
Historically Black Colleges and Universities program, oach 
of wWch is authorized by Title 111 of the HEA. 

P«pen¥ork Reduction Act of 1980 

Organizations and individuals desiring to submit 
comments on the infbnnation coKec^'on requirements should 
direct them to the Office of infomiation and Regulatory 
Affairs, Room 3002, New Executive Office Building. Wash- 
ington, DC 20503; Attention: James D. Houser. 

Waiver of Notice of Proposed Rulemaking 

In addition to the changes made as a result of public 
comments, the Secretary has made certain changes to 
conform the regulations to changes made to the Higher 
Education Act of 19€5 by the Higher Education Amendments 
of 1986, Pub. L 99^98, and the Higher Education Technical 
Amendments Act of 1987, Pub. L 100-50. In accordance 
with section 431(b)(2)(A) of the General Education Provi- 
sions Act 20 U.S.C. 1232(b)(2)(A), and the Administrative 
Procedure Act. 5 U.S.C. 553, itis the practice of the Secretary 
to offer interested parties the opportunity to comment on 
proposed regulations. However, the latter changes do not 
implernent substantive policy, but merely incorporate statu- 
tory changes made to the HEA by the Higher Education 
Amendments of 1986 and the Higher Education Technical 
Amendments Act of 1987. Therefore, pursuant to 5 U.S.C. 
553(b)(B), the Seaetary finds that publication of prop >$ed 
regulations with regard to these changes is unnecessary and 
contrary to the public interest 

Executive Order 12291 

These regulations have been reviewed in accordance 
with Executive Order 1 229 1 . They are not classified as major 
because they do not meet the criteria for major regulations 
established in the Order. 

Assessment of Educational impact 

In the NPRM, the Secretary requested comments on 
whether the proposed regulations would require transmis- 
sk>n of information that would be gathered by or is available 
from any other agency or authority of the United States. 

Based on the response to the pi^posed rules and its 
own review, as discussed In the appendix, the Department 
has detemiined that the regulations in this document may 
require the transmission of certain information that is also 
being gathered by other agencies or authorities of the United 
States. However, the Department either does not have 
statutory authority to obtain this information from those 
agencies or authorities, or the infomiation is not currently 
available in a forni usable by the Department. 



Ust of Subjects in 34 CFR Parts 674, 675, and 676 

Education loan programs— education, Student aid, 
Reporting and recordkeeping requirements. 

(Catalog of Federal Domestic Assistance Numbers: Supple- 
mental Educational Opportunity Grant Program, 84.007; 
College Work-Study Program, 84.033; Perkins Loan Pro- 
gram, 84.038) 

Dated: November 24. 1987. 

William J. Bennett, 
Secretary of Education 

Summary of Comments and Responses to the Notice of 
Proposed Rulemaking-^Parts 674, 675, AND 676— 
General. 

Section .2--Definitions— '^Undergraduate Student/ 
Graduate or Professional Student" 

Comment: Many commenters requested clarification 
regarding the dasslficaton of students enrolled in a com- 
bined undergraduate and graduate program. 

Response: A change has been made. Under the 
definition of an undergraduate student, a student who is 
enrolled in a combined undergraduate or graduate program 
is considered an undergraduate student for the first four 
years of that program. 

Section .14— Overaward. 

Comment: Many commenters disagreed with the 
provision which disallows excess earnings from CWSjobs to 
substitute for the expected family contribution (EFC). The 
commenters argued that it is illogical to allow students to 
substitute for EFC by increasing their debt while not allowing 
them to earn their EFC by working. 

Response: No change has been made. Astudenrs 
EFC represents an amount which the student's family is 
reasonably able to contribute toward his or her cost of 
attendance. A student is eligible for CWS employment only 
if the student demonstrates financial need (that is. the stu- 
dent's educational costs exceed the students expected 
family contribution). CWS earnings may not exceed his or 
her demonstrated finandal need. Since the EFC itself is one 
of the components used in determining financial need, it is 
illogical to allow excess earnings to be used to satisfy the 
EFC. Note that demonstration o( financial need is not a 
requirement for largely unsubsidlzed loans such as PLUS or 
SLS (Supplemental Loans for Students). 

Section .16— Making and Disbursing Loans: Payments 
to Students; and Payments of an SEOG. 

Comment: Many commenters supported the pro- 
posal to delete the requirement that an institution shall get a 
written acceptance of the financial aid from the student. 
Three commenters recommended that the institution inforni 
the students of the option to accept or deny all or part of the 
aid package and provide a time frame for response. Several 
commenters opposed this deletion stating that without a 
signed acceptance, students would later dispute the award, 
especially a loan. 
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Response: No change has been made. The Secre- 
tary emphasizes that before an Institution makes a disburse- 
ment to a student, the Institution is required to provide the 
student with certain disclosure information. In addition, a 
borrower must sign the promissory note for each advance 
under a Director PerWns toan, and each CWS payment must 
be made by check or similar Instrument that a student must 
endorse in order to cash. Therefore, no further record of 
acceptance Is necessary. If the Institution is concerned that 
th^ student would later dispute that he/she did not receive the 
award, it Is free to require that the student sign a written ac- 
ceptance for each disbursement 

Comment: Manycommenters opposed the proposed 
t'me frame of advancing payments of SEOG and Direct/ 
Perkins loans In § .16. The reasons cited were (1) the 
proposal does not recognize educationa! expenses which 
are Incurred before the beginning of the period of Instruction; 
(2) the proposal will lead to a large number of overpayments; 
and (3) should a student withdraw, the grace period would 
begin and the institution's refund policy would apply any 
amount toward the student's outstanding principal. Several 
commenters recommended that each institution be allowed 
the flexibility of crediting accounts to accommodate its own 
billing system. 

Response: No change has been made. Under the 
previous regulation, an Institution couW dsburse an SEOG 
or Peri^ns loan only at the beginning of or within a payment 
period (first day of classes). These regulations give greater 
flexibility to Institutions regarding the disbursement of SEOG 
and Peridns loans and are consistent with the fong-standing 
Pell Grant program policy of allowing an Institution to ad- 
vance funds directly to a student ten days before the begin- 
ning of classes and to credit a student's institutional account 
three weeks before the first day of classes. They accommo- 
date the need of a student to pay educational expenses 
incurred before the beginning of a period of instaiction. 

If the institution chooses to exerdse its right to make 
advance payments, it must accept the responsibility from any 
resulting overpayment Therefore, should a student with- 
draw before the first day of classes, all monies disbursed are 
considered to be an overpayment and must be restored to 
the relevant program account 

Comment: Numerous commenters disagreed with 
the proposal In § 675. 1 6 that the institution s hall not obtain a 
studenf 8 power of attorney to authorize any disbursement of 
funds or crediting of funds to a students accounts. Most of 
these commenters cited the large number of students In their 
overseas international programs and stated that mailing 
checks instead of crediting the accounts I& unduly cumber- 
some and hazardous and would cause dislays to the aid 
recipients. Some commenters also dted instances in which 
students are studying In off-campus programs that may be a 
great distance away. One suggestion that was made to 
change "shall not obtain" to "shall not hold." Most of the rec- 
ommendations were to Include an "exceptional condtions" 
clause that would allow institutions to obtain a students 
power of attorney for students studying abroad or at a great 
distance. One commenter noted that "waiver of endorse- 
menr authority Is available, and stated that the student 
should have the choice between the use of that waiver and 
a power of attorney. 

Response: A change has been made. In order to ac- 
commodate unusual circumstances, the regulation has been 



revised to allow the institution to obtain a student's power of 
attorney for purposes of autfiorizing disbursements of furxis 
only after obtaining tfie Secretary's approval. 

Section .19--FIscal Procedures and Records. 

Comment: Numerous commenters objected to ^he 
proposal in § . 1 9 which requires the institution to maintain i / 
source documents in hard copy or on microfilm. The com- 
menters believe tills negates the progress already made In 
electronic record-keeping. Hard copies of mk^rofilm back- 
ups are not requ^1ed in private industry for audit purposes. 
Otfier commenters suggested tfiat "source documents' be 
changed to "promissory i totes" and "microfilm" be changed to 
"mlcrofomis" In order to Include otfier methods of storage. 

Response: A change has been made. Except as 
specifically noted in the rule to tfie contrary (e.g., loan 
documentation) Institutions will not be required to maintain 
source records In tfieir original fomi, but may retain this 
Infomiation In eitfier hard copy or mlcrofomis. 

December 28, 1988 Summary of Comments & Supple- 
mental Information. 

SUPPLEMENTARY INFORMATION: The Peri^ns Loan, 
CWS and SEOG programs (known collectively as tfie cam- 
pus-based programs) are "need-based" student finandat aid 
programs administered by Institutions of higher education. In 
order to award finandat a\6 under each program, an Institu- 
tion must detemiine whether a student has financial need 
The Institution detemilnes a students financial need'by 
subtracting from tfie student's educational cost his or her 
resources and his or her expected family contribution (EFC), 
i.e., ttie amount tfie student, his or her spouse and, in tfie 
case of a dependent student, his or her parents, may rea- 
sonably be expected to contribute toward his or her educa- 
tional costs. The EFC is based on the following elements— 

(1) The available Income of (A) tfie student and his or 
her spouse, or (B) the student (and spouse) and the student's 
parents, in the case of a dependent student, estimated as an 
amount equal to base year income; 

(2) The number of dependents in tfie family of tfie 
student; 

(3) The number of dependents in tfie studenfs family 
who are enrolled in a program of postsecondary education on 
at least a half-time basis and for whom tfie family may 
reasonably be expected to contribute toward postsecondary 
education costs; 

(4) The net assets of (A) the student and his or her 
spouse, and (B) tfie student (and spouse) and tfie student's 
parents. In tfie case of a dependent student; 

(5) The marital status of tfie student; 

(6) Any unusual medical and dental expenses of (A) 
tfie student and tfie studer^*'s parents. In tfie case of a 
dependent student, or (B) tfie student and his or her depend- 
ents. In tfie case of an Independent student; 

(7) The number of dependents of an Independent 
student, or of tfie parents of a dependent student, otfier tfian 
the student, enrolled in private elementary or secondary 
institutions and tfie unreimbursed tuition paid (A) in tfie case 
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of a dependent student, by the student's parents for such 
de(}endent^children who are so enrolled, or (B) In the case 
of an independent student with dependents, by the student 
or his or her spouse for such dependent children who are so 
enrolled; and 

(8) The addtiona) employment expenses incurred (A) 
In the case of a dependent student, when both parents of the 
student are .employed or when the family is headed by a 
single parent whbis employed, or (B) in the case of an 
Independent student, when both the student and his or her 
spouse are employed or when the employed student quali- 
fies as a surviving spouse or as a head of a hou sehold under 
section 2 of the Internal Revenue Code of 1986. 

On December 1, 1987, the Secretary published final 
regulations for the campus-bated programs In the Federal 
Register (52 FR 45738). These regulations require Institu- 
lions to jnclude as a resource (funds available to help pay for 
a students costs) net earnings from employment during the 
award period (other than CWS employment) that are not 
included in calculating the EFC. This procedure represented 
a continuation of previous policy. 

The 1986 amendments to Part F of Title IV of the HEA 
mandated the use of new fonnutas (Congressional Method- 
ology (CM)) fordelei:nining a student's EFC for the campus- 
based programs. -Unlike the old'formulas, under which a 
dependent students non-need-based earnings during the 
award period were treated as a resource, the new formulas 
require that an amount equal to base year income be usod in 
calculating.an EFC for both dependent and Independent 
students. 

Beginning with the 1988-89 award year an amount 
equal to all taxable and untaxable income received during the 
calendar year preceding the academic year Is considered as 
base year income in calculating the EFC. Thus, for example, 
in calculating an EFC for the 1 988-89 award year, an amount 
equal to base year 1987 income is used. 

The December 1, 1987 regulations require that eam- 
ings for student employment, known to the Institution, be 
monitored and adjustments be made to financial aid award 
packages to.prevent overawards. Questions on the contin- 
ued applicability of the student employment monitoring pro- 
vision were raised by the finandal aid community since non- 
need-based earnings will now be considered base^year 
income for the subsequent award period. If the monitoring 
and acliustment provisions remain intact, these same earn- 
ings will also be treated as a resource In the year earned and. 
thus, will be 'tioubie-counted.* 

As a result of this community concern regarding the 
treatment of non-need-based earnings, already counted as 
base year income, as a "resource," the Secretary has Issued 
an interpretative ruling which provides that non-need-based 
earning will be treated only as base-year income and not as 
a resource. As in the past. Institutions will continue to be 
responsible for monitoring earnings from all need-based 
employment programs to ensure that the student does not 
receive need-based employment earnings in excess of his or 
her need. Need-based employment means employment 
awarded by the Institution itself or by another entity to a 
student who demonstrates a financial need for those funds 
for the purpose of defraying educational costs of attendance 
for the award period. Examples of need-based employment 
would include employment awarded under the Veterans 



Administration work-study program, and employment pro- 
vided by a State, if awarded on the basis of financial need for 
the purposes of defraying educational expenses. 

Under the revised regulations, monitoring of non* 
need-based empfoyment is never required if the student is 
not employed under the CWS program. Monitoring of non- 
need-based emptoyment is required only if aH of the following 
conditfons are met--(1) the student is emptoyed under the 
CWS program , (2) the students financial need has been met, 
and (3) the institution wishes to continue to employ the 
student under the CWS program. Under these revised regu- 
lations, monitonng of employment is only required in order to 
detemiine when CWS funds may no tongi^r be used to pay 
wages. Sectfon 443(b)(4) of the HEA provides that for a 
student empfoyed under the CWS program, at the time 
income derived from any empfoyment (need-based or non- 
need4>ased) exceeds the amount of such students need by 
more that $200, continued employment shall not be subsi- 
dized with CWS.funds. The Department has Interpreted this 
statutory provisk>n to mean that institutions must temiinatA 
CWS compensation for employment when the income from 
any emptoyment ean)ed subsequent to time that the stu- 
dents neerl is met, exceeds the students need by more than 
$200. An institiitton should not corisider CWS earnings, in 
excess of need; which are less than or equal to $200. as a 
resour«> the following year or as income for purpose of 
computing the.EFC. Earnings from non-need-based em- 
ptoyment will be counted as income for the following year. 

The institution may not consider non-need-based 
earnings as a "resource." If , in a spedfic case; the institution 
believes that the amount of base year earnings does not 
accurately reflect the amount a student can be expected to 
earn in the subsequent award year, the institution has the 
authority under Section 479A of the HEA to make adjust- 
ments to the EFC or to use the projected income in the 
calculation. 

Therefore, the Secretary is amending 34 CFR 674.14. 
675.14 and 676.14, regulatfons appficable to the PerWns 
Loan, CWS and SEOG programs respective^, to exclude 
from the definition of *resourcer' award period non-need- 
based earnings. Non-need-bas6j earnings are used, how- 
ever, to count toward the detennination of when the $200 
threshold requiring a discontinuation of CWS funding is 
needed in cases in which the following conditions are met: 

(a) The student Is employed underthe CWS program; 

(b) The students financial need has been met; and 

(c) The Institution wishes to continue to employ the 
student under CWS program. 

The following emptoyment case studies illustrate the 
appltoation of the monitoring requirement; 

Employment cast study #1 

Julie hasafinanciaineedof$3,000. Shewasawarded 
a Pell Grant of $1,000, an SEOG of $1,000 and a Peridns 
Loan of $1 ,000. She also has employment off-campus that 
she obtained herself. The institutton has delennined this 
emptoyment to be non-need-based employment No moni- 
toring of her earnings is required nor is an adjustment to her 
student finandal aid package required as a result of her non- 
need-based employment 
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Employment case study #2 



Howard has a financial need of $2,000. He was 
awarded a CWS job of $2,000. He also works off-campus in 
a position which he obtained himself. The Institution has 
determined this employment to be non-need based employ- 
ment He has earned $2,000 in the College Work-Study 
program, had job-related costs of $100 for taxes and uni- 
forms, and the school plans to terminate his employment 
when he reaches $2,100 in CWS earnings. The institution 
must monitor only CWS employment since it plans to 
terminate his CWS employment when his need is met 

Employment case study #3a 

Marcia has a financial need of $5,000. She has been 
awarded a PerWns Loan of $2,000 and CWS employment of 
$3,000. She also works on campus in the biology lab. The 
insdtuticn conskiers her biology lab employment to be non- 
need-based employment and ttie school plans to terminate 
her CWS employment when her CWS earnings reach $3,000. 
The institution must monitor only her CWS employment until 
she has earned the $3,000. No further monitoring is required 
if her employment under the CWS program is then termi- 
nated. 

Employment case study #3b 

Please refer to case study 3a. It is nearing the end of 
the award year and Marcla's Perkins Loan has been fully 
disbursed. She has earned $2,900 in CWS earnings and has 
job-related costs of $100. The institution wants to continue 
her CWS employment for four more weeks and expects her 
additional CWS earnings to be about $400. The steps the 
institution must follow are as follows: 

(1 ) The Institution must monitor only her CWS e mploy- 
ment earnings until she earns a total of $3,100 in CWS funds 
(her CWS award amount for $3,000 plus $100 in job-related 
costs). 

(2) When herCWSeamings reach $:j, 100 the institu- 
tion must begin monitoring BOTH her substjquent CWS and 
biology lab earnings. 

(3) When the combination of CWS earnings and 
biologylabearnings. earned subsequent to the time herneed 
was met. exceed $200, no further CWS funds may be used 
to pay for her employment. In this case, the additional CWS 
funds permitted to be paid after her need has been met may 
be less than $200 (e.g., if she earns $75 from the biology lab 
employment, only $125 may be paid from CWS funds for her 
CWS employment). The institution is free, however, to con- 
tinue to employ her in the same position on its own payroll; 
no CWS funds may be used to pay wages for such employ- 
ment or to defray administrative costs associated with that 
employment. 

Were she employed only under the CWS program, a 
total of $3,300 in CWS funds could be expended ($3,100 to 
meet her need plus the additional earnings of $200). 

In all of these examples, non-need-based earnings 
will be treated as base year Income for the following award 
year if the student applies for financial aid. 



PART 682-GUARANTEED STUDENT LOAN 
AND PLUS PROGRAMS 

Subpart A-Purpose and Scope 

Sec. 

682.100 The Guaranteed Student Loan and PLUS Pro- 
grams. 

682.101 Partidpation in the Guaranteed Student Loan and 
PLUS Programs. 

682.102 Obtaining and repaying a loan. 

682.103 Applical>ility of subparts. 

682.104 Applicability of regulations to the Supplemental 
Loans for Students Program. 

Subpart B-General Provisions 

682.200 Definitions. 

682.201 Eligible borrowers. 

682.202 Permissible charges by lenders to borrowers. 

682.203 Statement of Educationai Purpose. 

682.204 Maximum loan amounts. 

682.205 Disclosure requirements. 

682.206 Due diligence in making a loan. 

682.207 Due diligence in disbursing a loan. 

682.208 Due diligence In servidng a loan. 

682.209 Repayment of loans. 

682.210 Defennent 

682.211 Forbearance. 

682.212 Prohibited transactions. 

682.213 Prohibitbn against the use of the Rule of 78's. 

Subpart 0*Federal Payments of Interest and 
Special Allowance 

682.300 Payment of interest benefits on a GSLP loan. 

682.301 Eligibility of borrowers for intoroct benefits on GSiP 
loans. 

682.302 Payments of spedal allowance on a GSLP or PLUS 
Program loan. 

682.303 Methods /or computing interest benefits and spedal 
allowance. 

682.304 Procedure for payment of interest benefits and 
spedal allowance. 



Subpart D-Guarantee Agency Programs 

682.400 Agreements between a guarantee agency and the 
Secretary. 

682.401 Basic program agreement. 

682.402 Death, disability, and bankruptcy payments. 

682.403 Federal advances for claim payments. 

682.404 Federal reinsurance agreement 

682.405 Supplemental Federal reinsurance. 

682.406 Conditions of reinsurance coverage. 

682.407 Administrative cost allowan ces for guarantee agen- 
cies. 

682.408 GSLP loan disbursement through a guarantee 
agency escrow agent 

682.409 Mandatory assignment by guarantee agendet of 
defaulted loans to the Secretary. 

682.410 Fiscal, administrative, and enforcement require- 
ments. 

682.41 1 Due diligence by lenders in the collectk>n of guaran- 
te& agency loans. 

682.412 Consequences of the failure of a bomswer or stu- 
dent to establish eligibiiity. 

682.413 Remedial actions. 

682.414 Records, reports, and inspection requirements for 
guarantee agen^ programs. 

Subpart E-Faderal Insured Student Loan 
Program and Federal PLUS Program 

682.500 Circumstances under which loans may be guaran- 
teed by the Secretary. 

682.501 Extent of Federal guarantee under tfie FISLP and 
the Federal PLUS Program. 

682.502 The application to be a lender. 

682.503 The guarantee contract 

682.504 Issuance of Federal loan guarantees. 

682.505 Insurance premium. 

682.506 Limitations on maximum loan amounts. 

682.507 Due diligence In collecting a loan. 

682.508 Assignment of a loan. 

682.509 Special conditions for filing a claim. 

682.510 Detennlnation of the borrower's deatfi, total and 
permanent disability, or bankruptcy. 
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602.511 Prooeduret for filing a claim. 

662.512 Determination of amount of lost on a daim. 

662.513 Factors affocting ooverage of a loan under the loan 
guamnlee. 

682.614 Procedures for tBce^x or retention of payments 
where the lender has violated program requirements for 
RSLP or Federal PLUS Progrm loans. 

662.515 Records, reports, and ir.spection requiremenU for 
FISLP and Federal PLUS Program lenders. 

Sid>part F^Roqulrmitnts, Standards and 
payments tor ParticlfMitlng Schools 

662.600 Agreement between an eligible school and the 
Secretary for partldpatlon In the Guaranteed Student Loan 
and PLUS Programs. 

662.601 Agreement between the Secretary and a school that 
makes or originates loans. 

662.602 Correspondence school schedule requirements. 

662.603 Certification by a participating school in connection 
with a loan application. 

662.604 Processing the borrower's loan proceeds and 
counseling borrowers. 

662.605 Oetemiining the date of a students withd^wal. 

662.606 Refund policy. 

662.607 Payment of a refund to a lender. 

682.608 Tennination of a school's lending eligibility. 

682.609 Remedial actions. 

682.610 Records, reports, and inspection requirements for 
partidpating schools. 

Subpart G-Llmltatlon, Suspension, or 
Termination of Lender Eligibility Under the 
Guaranteed Student Loan Program and the 
PLUS Program 

682.700 Purpost. and scope. 

682.701 E)efinitions of temis used in this subpart. 

682.702 Effect on participation. 

682.703 Informal compliance procedure. 

682.704 Emergency action. 

682.705 Suspension proceedings. 

682.706 Limitation or termination proceedings. 

682.707 Appeals in a limitation or termination proceeding. 



682.706 Evidence of mailing and receipt dates. 

682.709 Reimbursements, refunds, and offsets. 

662.710 Removal of limitation. 

682.71 1 Reinstatement after temiination. 

Subpart H*Spec!al Allowance Payments on 
Loans Made or Purchased WHh Proceeds of 
Tax*Exempt Obligations 

682.800 General. 

682.801 Definitions applicable to Subpart H. 

682.802 Provisions required in Plan. 

682.803 Submission of Plan for approval-required documen- 
tation. 

682.804 Amendments to Plan. 

682.805 Approval of Plan. 

682.806 Failure to comply with Plan. 
682.807*682809 [Reserved] 

682.810 Standards for provisions of Plan for Doing Busi- 
ness-need for proposed tax-exempt obligation. 

682.81 1 Timing and advance repayment of tax-exempt ob- 
ligations. 

682.812 Estimating need for student loan credit. 

682.813 Estimating resources available for student loan 
credit 

682.814 Unmet need. 

682.615 Methodology for measuring unmet need-new is- 
sues. 

682.316-682.819 [Reserved] 

682.820 Unmet need-refunding issues. 

682.821 Methods for measuring unmet need-refunding is- 
sues. 

662.822 Required documentation and procedures for ap- 
proval of justification of need for a tax-exempt obligation. 

682.823 Sanctions for material misrepresentation regarding 
unmet need. 

682.824-682.829 [Reserved] 
682.830 Audit standards. 

Appendix A to Part 682-Standards for 
Acceptable Refund Policies by Participating 
Schools 
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Appendix B to Part 682-GuaFanteed Student 
Loan Program Tables for Determination of 
Expected Family Contribution 198&*87 

AppendixCtqPart682-ProceduresforCurlng 
Violations of the Due Diligence in Collection 
and Timely Filing of Claims Requirements 
Applicable to FISLP and Federal PLUS 
Program Loans and for Repayment of Interest 
and Special Allowance Overbiilings [Bulletin 
L.77a] 

Authority:20 U.S.C. 1071 to 1087-2. unless otherwise noted 

Source: 44 FR 53868, Sept 17. 1979, unless othenwse 
noted. Redesignated at 45 FR 77369, Nov. 2t, 1980. 

Appendix-Summary of Comments 
Subpart A-Purpose and Scope 

Source: 51 FR 40888, Nov. 10, 1986, unless otherwise 
noted. 

Sia"682.100 The Guaranteed Student Loan and PLUS 
Programs. 

(a) This part governs two programs in which lenders 
use their own funds to mal^e loans to enable students to pay 
the costs of attending postsecondary schools: 

(1) The Guaranteed Student Loan Program (GSLP), 
which encourages the making of loans to undergraduate, 
graduate, and professional students. 

(2) The PLUS Program, which encourages the mak- 
ing of loans to independent undergraduate students, gradu- 
ate and professional students, and parents of dependent 
undergraduate students to help pay for the students* cost of 
education. 

(b) (1) Aguarantee agency guarantees lendersagainst 
tosses due to default by the borrower on GSLP and PLUS 
Program loans. If the guarantee agency meets certain Fed- 
eral requirements, the guarantee agency is reimbursed by 
the Secretary for all or part of the default daims it pays. 

(2) The Secretary guarantees lenders against tosses, 
within the GSLP. on Federal Insured Student Loan Program 
(FISLP) loans and, within the PLUS Program, on Federal 
PLUS Program loans. The FISLP and the Federal PLUS 
Program are authorized to operate in States not served by a 
guarantee agency program. In addition, the FISLP is author- 
ized, under limited circumstances, to operate in Slates in 
which a guarantee agency program does not sen/e all eligible 
students. 

(Authority: 20 U.S.C. 1071 to 1087-2) 

Sec 682.101 Partlclpatton in the Guaranteed Student 
Loan and PLUS Programs. 

(a) Banks, savings and loan associations, credit un- 
ions, pension funds, insurance companies, schools, and 
State and private nonprofit agencies may make loans. 



(b) Educational institutions, including most cdteges, 
universities, graduate and professional schools, and many 
vocattonal, technical, and con^espondence schools, are eli- 
gible to participate as schools enabling an eiigibto student or 
parent to obtain a loan to pav' for the student's costs of 
education. 

(c) Students who meet certain requirements, includ- 
ing enrollment at a participating school, may bonow under 
the GSLP and the PLUS Program. Parents of eligible de- 
pendent undergraduate students may bonow under the 
PLUS Program. 

(Authority: 20 U.S.C. 1071 to 1087-2) 

See. 682*102 ObUlning and repaying a roan. 

(a) GSLP application. Generally, to obtain a GSLP 
toan. a student completes an application and submits itto the 
school for certifk^tion. After the school certifies the app&ca- 
tion, the application is submitted to a participating lender. If 
the lender decides to make the loan, the lender obtains a toan 
guarantee from a guarantee agency or the Secretary. 

(b) PLUS Program appltoation. Generally, to obtain a 
PLUS Program toan, a studentcomptotes an appHcation and 
submits it to tfje sdwplJor.certiftoatton.~lf the toan is to'br' " 
made to tfie student's parent(s), bbtii the student and the 
parent(s) complete the application before submitting it to the 
school. After the school certifies the application, the appitoa- 
tion is submitted tp a participating tonder. If the tonder 
deckles to make the toan, the lender obtains a toan guaran- 
tee from a guarantee agency or the Secretary. 

(c) Repaying a toan. (1) General. Generally, the 
bonower is obligated to reps^ the full amount of the toan, 
collection costs chargeable to the borrower, and any interest 
not payabto by the Secretaiy. The bonowers obligation to 
rep£^ is cancelled if the bonower dies, becomes totally and 
pemianently disabled, or has the loan discharged in bank- 
ruptcy. 

(2) GSLP repayment Generally, a bonower is not 
required to make any payments on a GSLP toan during the 
time the bonder is in school. In most cases the Secretary 
pays the interest on the bonrower's behalf during the time the 
bonower is in school. When the bonower ceases to be 
enroltod on at least a half-time basis, a grace period begins 
during whtoh no payments are required. At the end of tfie 
grace period, the repayment period begins. During the re- 
payment period the borrower pays both the principal and the 
interest accnjing on the loan. 

(3) PLUS repayment The Secretary does not pay the 
interest on a PLUS Program loan on behalf of the bonower. 
The first payment Is due on a PLUS Program loan within 60 
days after the loan is disbursed. 

(4) Default If a bonrower defaults on a loan, the 
guarantee agency or the Secretaiy reimburses the lender for 
the amount of its loss. The guarantee agency or the Secre- 
tary then collects the amount owed from the bonower. 

(Authority: 20 U.S.C. 1071 to 1087-2) 

Sec 682.103 Applicability of subparts. 

(a) Subpart B contains general provisions that are 
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applicable to all QSLP and PLUS Program participants. 

(b) Guf ;ant86 agency programs are also subject to 
Subparts C, D. F, G and H. 

(c) The RSLP and the Federal PLUS Program are 
also subject to Subparts C. E. F, G, and H. 

(d) Schools are specifically addressed In Subpart F. 
(Authority: 20 U^.C. 1071 to 1087-2) 

10. A new Sec. 82.104 Is added to read as follows: 

Sec 82.104 Appllcabtltty of regulations to the 
Supplemental Loans for Students Program. 

the Supplemental Loans for Students (SLS) program 
is a continuation of the portion of the predecessor PLUS 
Program that provided for loans to student bonowers. Ac- 
cqrdtngly; the provisions of the regulations in this part, Part 
600, and Part 868; applicable to loans made to students 
under the PLUS Program apply to loans made under the SLS 
Program, except where inoonsistent with the Act 

-(Authority: 20 U.S.C.1073-iri082) 

Subpart B-General Provisions 

Source: 51 FR 40889, Nov. 10. 1986, unless othenwse 
noted. 

See. 682.200 DefinfUons. 

(a) The following definitions are set forth in the Stu- 
dent Assistance General Provisions, 34 CFR Part 668: 

Academic year 

Campus-based Programs 

Clock hour 

College Work-Study Program 
Dependent student 
Enrolled 

Guaranteed Student Loan Program 

Independent student 

Institution of higher education 

Natbnal Direct Student Loan Program 

Pell Grant Program 

PLUS Program 

Secretary 

State 

State Student Incentive Grant Program 



Supplemental Educatk>nal Opportunity Grant Pro- 
gram 

Vocational school 

(b)The following definitions also apply to this part: 

Act Title IV, Part B of the Higher Education Act of 
1965. as amended, 20 U.S.C. 1071, et seq. 

Actual interest rate: The annual interest rate a lender 
charges on a loan, which may be equal to or less than the 
appHcable interest rate on that loan. 

Applicable interest rate: The maximum annual inter- 
est rate that a lender may charge under the Act on a loan. 

Borrower: A student or parent to whom a GSLP or 
PLUS Program ban is made. 

Co-maker One of two Indviduals who are joint bor- 
rowers on a PLUS Program loan and who are equai^ liable 
for repayment of the loan. 

Defeuit: The failure of a bomower to make an install* 
ment payment when due,-or to meet other terms of the 
promissory note under drcumstances where the Secretary 
or guarantee agency finds it reasonable to conclude tliat the 
borrower no longer intends to honor the obligatkxi to repay, 
provkled that this failure persists for- 

(1 ) 180 days for a loan repayable in monthly install- 
ments; or 

(2) 240 days for a k>an repayable in less frequent 
installments. 

Disbursement: The transfer of loan proceeds by a 
lender to a borrower, a school, or an escrow agent by 
issuance of a check or by electronic funds transfer. 

Endorser A signer of a promissory note who is secon- 
darily liable for a ban obKgation. 

Escrow agent A guarantee agency that receives the 
proceeds of a GSLP loan as an agent of an eligible lender for 
the purpose of transmitting those proceeds to the borrowers. 

Estimated cost of attendance: (1) Except as provkied 
in paragraph (2) of this definition, the tuition and fees appO- 
cable to a student, plus the schooTs estimate of other 
expenses reasonably related to attendance at that school, 
for the period of enrollment for whk:h the ban is sought 
These e; penses may include, butare not Iknited to: reason- 
able trwisportation and commuting costs; costs for room, 
board, books, and supplies; the Insurance premium for the 
foan;and, if applicable, the origination fee for the foan. These 
expenses may not indudo the purchase of a motor vehicle. 

(2) For a student enrolled In a conespondence study 
program, only the contract price of the program, the insur- 
ance premium for the foan, and, if applicable, the origination 
fee for the loan. However, other costs descrbed in para- 
graph (1 ) of this definition incurred by the student In fulfilling 
a required period of residential irpinlng in connectfon witfi the 
correspondence study program may also be included in the 
estimated cost of attendance. 

Estimated financial assistance: Theestimatedamount 
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of asstttance that a student has been or wilt be awarded 
during the period of enrollment for which the loan rs sought 
from Federal, State, Institutional or other schdarshrp, grant. 
v/otk, or loan programs, including but not limited to- 

(1 ) Any Social Security benefits paid to, or on account 
of, the student that would not be paid if he or she were not a 
student; 

(2) Veterans' educational benefits paid under Chap- 
ters 30. 31, 32, 34. and 35 of trtie 38 of the United States 
Code; 

(3) Educational benefits paid under Chapters 106 and 
107 of title 10 of the United States Code (Selected Reserve 
Educational Assistance Program); 

(4) Reserve Officer Trawing Corps (ROTO) scholar- 
ships and subsistence allowances awarded under Chapter 2 
of titie 1 0 and Chapter 2 of title 37 of the United States Code; 

(5) The estimated amount of other Federsd student 
finandai aid. including but not limited to Pell Grants and 
campus-based aid. which the student would be expected to 
receh« if the student appfied, whether or not the student has 
appFied for that aid; and.. 

(6) GSLP and PLUS loan proceeds withheld by the 
lender and applied towards an origination fee or insurance 
premium, if these costs are included in computing the bor- 
rower's estimated cost of attendance. 

Foreign school: A school not located in a State. 

Full-time student: (1 ) A student enrolled m an mstitu- 
tion of higher education (other than a student enrolled h a 
progiam of study by conespondence) who is canywig a full- 
time academic woridoad as determined by the school under 
standards applicable to aD students enrolled in that studenrs 
particular program. The students woridoad may include any 
combination of courses, wori«, research or speda* studies, 
wheiher or not for credit, that the school considers sufficient 
to classify the student as a full-time student; or 

(2) A student enrolled in a vocational school (other 
than a student enrolled in a program of study by correspon- 
dence) who is carrying a woridoad of not less than 24 dock 
hours per week or 12 semester or quarter hours of instuc- 
tion, or its equivalent 

Grace period: The period that begins on the day on 
which a GSLP borrower ceases to be enrolled as at least a 
half-time student (or a full-time student, if so required by the 
appficaWe guarantee agency) at a partidpating school and 
ends on the day that the repayment period begins. See also 
'Post-deferment grace period." 

Graduate or professional student' A student who- 

(1) Is enrolled in a program or course above the 
baccalaureate level at an institution of higher education oris 
enrolled in a program leading to a first profesc»onal degree; 

(2) Has completed the equivalent of at least three 
years of full-time study at an institution of higher educaUon. 
either prior to entrance Into the program or as part of the 
program itself; and 



(3) Is not reoeiWng Title IV aid as an undergraduate 
student for the same period of enrollment 

Guarantee agency: A State or private nonprofit or- 
ganization that has an agreement with the Secretary to 
administer a foan guarantee program under the Act 

Half-tkne student A student who is enrolled in a 
partidpating school, is carrying an academic woridoad that 
amounts to at least one-half the woridoad of a futl-^'me 
student, as determined t)y the school, and is not a full-time 
student A student enrolled solely in an etigibie program of 
study by conrespondence is considered a half-time student 

Hokier An eligible lender in possessk>n of a GSLP or 
PLUS Program loan. 

Legal guardian: An individual appointed by a court to 
be a "guardian* of a person and specifically required by the 
court to use his or her financial resources for the support of 
that person. 

Lender: (l) The temi "eligible lender is defined in 
section 435(g) of the Act 

(2) With respect to a National or State chartered bank, 
a mutual savings bank, a savings and k>an assodation, or a 
credit union- 

(1) The term "subject to examination and supervision* 
means "subject to examination and supervision in its capac- 
ity as a lender;* and 

(r) The term "does not have as its primary consumer 
credit ftjnction the making or hokfing of k>ans made to 
students under this part* means- 

(A) Does not, in any calendar year, make or purchase 
GSLP or PLUS Program loans that total more than one-half 
of its consumer credit toan dollar volume for that year, 
uiduding home mortgages; and 

(B) Does not, at any time, hold GSLP or PLUS 
Program toans that total more than one-half of its consumer 
credit loan portfolio, induding home mortgages. 

(3) The corporate parent or other o^/ner of a school 
thatquaGfies as an eligible lender under sectwn 435(g)(1)(E) 
of the Actis not an eligible lender unless the corporate parent 
or owner itself qualifies as an eligible lender under secton 
435(g) of the Act 

National credit bureau: A credit reporting agency with 
a service area that encompasses more than a single state or 
region of the country. 

National of the United States: (1) A dtlzen of the 
United States; or 

(2) As defined in the immigration and Nationality Act. 
8 U.S.C. 1 101(a){22). a person who, though not a dtizen of 
the United States, owes penmanenr allegiance to the United 
States. 

Originatran: A special relationship between a school 
and a lender, in which the lender delegates to the schoo:. or 
to an entity or individual affiliated with the school, subf *antial 
functions or responsibilities nonrp.ally performed by i nders 
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before making loans. In this situation, the school is consid- 
ered to have "originated* a loan made by the lender. The 
Secretary determines that "origination* exists if. for example- 

(1) A school delennines who will receive a loan and 
the amount of the loan; or 

(2) Theiender has the school verify th^ ;dentity of the 
borrower or complete terns normally completed by the 
lender. 

Origination fee: A fee which a lender is allowed to 
charge a GSLP borrower under section 438 of the Act 

Parent A students mother, father, or legal guardan. 
A parent by adoption is considered to be a students mother 
or father. 

Partidpating school: A school that has entered into an 
agreement with tfie Secretary under Sec. 682.600. 

Post-defermentgrace period: For a loan made prior to 
October 1, 1981, a period of six consecutive months begin- 
ning on the day following the last day of m authorized 
deferment period. 

School: (1)'An educational institution tfiat is- 

(1) An institution of higher education or a vocational 
school, as those temns are defined in 34 CFR Part 668; or 

(0) With respect to students %vho are nationals of tfie 
United Slates, a school outside tfie United States tfiat is 
comparable to an institution of higher education or to a 
vocational school and tfiat has been approved by the Secre- 
tary for purposes of the GSLP and the PLUS Program. 

(2) The term includes only those individual units or 
programs Mrithin a school that have been delemiined by tiie 
Secretary to meet all the requirements for school eligibility. 

(3) A school that employs or uses commissioned 
salespersons to promote tfie avaHabiiily of tfie GSLP or tfie 
PLUS Program is not eligible to partidpate in those pro- 
grams. For this purpose- 

(1) A "commissioned salesperson"is one who receives 
compensation in any fomi or amount tfiat is related to, or 
calculated on the basis of, student applications for enroll- 
ment, student enrollments, or studentaccepiances fbrenroll- 
ment;and 

(0) "Promote the availability" means providing pro- 
spective or enroifed students with application fomis, names 
of eligible lenders, or otfier information designed to encour- 
age persons to finance tiieir education with a GSLP or PLUS 
Program loan. This term does not include providing general 
finandal aid infbmiation to prospective or enrolled students. 

School lender A school, other tfian a correspondence 
school, tfiat has been approved as a lender and has en tered 
into a contract of guarantee undertfiis part with tfie Secretary 
or a similar agreement witfi a guarantee agency. 

Stale lender In any State, a single State agency or 
private nonprofit agency designated by tfie State tfiat has 
been approved as a tender and has entered into a contract 
of guarantee under tfiis part witfi tf>e Secretary or a similar 



agreement with a guarantee agency. 

Totally and pennanently disabled: The inabfli^ to 
worit and earn money because of an impairment tfiat is 
expected to continue indefinitely or result in deatfi. 

Undergraduate student: A student who is enrolled at 
a school in a course or program of study, at or below tfie 
baccalaureate level, tfiat usually does not exceed four aca- 
demic years, or is up to five academic years in length and is 
designed to tead to a first degree. A student enroKed in any 
otfier lengtfi program is considered an undergraduate stu- 
dent for only the first four academic years. 

(Autfiority: 8 U.S.C. 1101; 20 U.S.C. 1070 to 1087-2, 1088- 
1098,1141] 

Sec. 682^01 Gigible borrowm. 

(a) Student bonower. A stude nt is efigible to receive a 
GSLP loan, and an independent undergraduate student ora 
graduate or professional student is eligible to receive a PLUS 
Program loan, tf tfie student- 

(1}lsenrolledoraoceptedf6renrollrnentonatteasta 
half-time basis at a partiqpating. school, and meets tfie 
req^irernents of paragraph (c) of tfiis section; 

(2) Provides his or her sodal security number; 

(3) Autfiorizes the school in writing to pay dfrectiy to 
tfie lender that portion of any refund of school charges tfiat is 
allocabte to tfie loan, in accordance witfi 34 CFR Part 668; 

(4) Meets tfie qualifications pertaning to citizenship 
and residency status, set forth in paragraph (d) of tfiis 
section; 

(5) Meets tfie qualifications concerning defaults and 
overpayments, set forth in paragraphs (e) and (0 of tfiis 
section; 

(6) Complies witii tfie requirements pertaining to 
registration witfi the Selective Service, set fortfi m 34 CFR 
Part 668; 

(7) Complies witfi tfie requirements for submission of 

a Statementof Educational Purpose, setfbrtfi in Sec. 682.203; 
and 

(8) In tfie case of an undergraduate student who 
seeks a GSLP loan forthe cost of attendance at a school tfiat 
partidpates in tfie Pell Grant Program, receives a preliminary 
or final determination from the school of tfie studenrs eftgibS- 
ity or inengibility for a Pell Grant 

(b) Parent borrower. A parent is eligibte to receive a 
PLUS Program loan if tfie parent- 

(1 ) Is borrov/ing to pay for tfie educational costs of a 
dependent undergraduate student who meets all of tfie 
quaTifications setfortti in paragraphs (a) (1) tfwough (6)of tfiis 
section; 

(2) Provides his or her sodal security number 

(3) Meets tfie qualifications- pertaining to dtizenship 
and residency status set forth in paragraph (d) of tfiis section; 
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(4) Meets the qualifications oonceming defoults and 
overpayments set forth in paragraphs (e) and (f) of this 
section; and 

(5) Complies with the requirements for submission of 
aStatementof Educational Purpose setfbrth in Sec. 68^203. 

(c) EnroKment status. To be eligft>le as a student or a 
bonower under the GSLP or tfie PLUS Program, a student 
must* 

(1) If currently enrolled, be maintaining satistectory 
progress, as determined by the school; 

(2) If enrolled or accepted for enrollment In a foreign 
school, be a national of the United States; and 

(3) If enrolled inaflightschool program atavocational 
school or an institution of higher education, meet the addi- 
tional requirements set forth in paragraph (g) of this section. 

(d) Citizenship and residency status. Each bonower, 
and each student for whom a parent is bonrowing, mustbe- 

(1) A national of the United States; 

(2) A permanent resident of the United States and 
must provide evidence from the Immigration and Naturaliza- 
tion Service of that status; 

(3) In the United States for other than a temporary 
purpose and must provide evidence from the Inunigration 
and Naturalization Service of intent to become a dtizen or 
permanent resident; 

(4) A permanent resident of the Trust Terntoiy of the 
Padfio Islands or the Northern Mariana Islands; or 

(5) A citizen of the MarshaR Islands, the Federated 
States of Micronesia, or the Republic of Palau. 

(e) Effect of default on eBgibrity. (1) Except as pro- 
vided In paragraph (e}{2) of this section, a person >s ine&ga)le 
to be a borrower under the GSLP or PLUS Program if that 
person, or the student for whom a parent is borrowing. Is In 
defoult on any foan made under any title IV student financuri 
assistance program identified in 34 CFR Part 668. For loans 
made under the National Direct Student Loan Program, the 
tenn 'detauir is defined in 34 CFR Part 674. 

(2) If a borrower, or a student for whom a parent is 
borrowing, is in de^it, as set forth in paragraph (eKI ) of this 
section, the borrowermay receive a GSLP or PLUS Prograun 
loan only If the person who is in default has made satisfacto^ 
arrangements with the holder of the foan to repi^ the 
defoulted foan. 

(3) The school may rely o n the borrower's or students 
written statement that he or she is not in defouit. unless the 
school has Informa'ivii to the contrary. 

(4) The Secretary does not consider either a loan that 
is discharged in banknjptcy or a defaulted foan that Is paid- 
In-fuR after default to be indefaultfor purp/^sesof this section. 

(0 Effect of overpayment of a grant on eligibility. (1) 
Except as provided in paragraph (f)(2) of this section, a 



person is ineligible to be aborrower underthe GSLP or PLUS 
Program if that person, or the student for whom a parentis 
bomowing. Is liable for an overpayment on any grant made 
under any Title IVstudentassistanceprogramIdentifiedin34 
CFR Part 668. 

(2) If the borrower, or the student for whom a parent is 
borrowing. Is Sabfofor an overpaynrtenton agrant, as set fonh 
m paragraph (fKI) of this section, the borrower miy receive 
aGSLPorPLUS Program loan only ifthepersonwho is Cable 
for the overpayment meets the folfowing conditfons: 

(i)Oveipaymentof aPeO Grant If the bonower, orthe 
student for whom a parent Is borrowingi has been overpaid 
onaPelGrant,thebonrowermaystnibeeligS>le underthe 
GSLP or PLUS Program if- 

(A) The borrower, or the student for whom a pmnt is 
borrowing. Is othemvise eligible; and 

(B) The overpayment can be eliminated in the award 
year (as defined in 34 CFR Part 690) in which it occurred by 
adjusting the subsequent PeB Grant payments for that award 
year. 

(i) Overpayment of a Pel Grant due loaschool error. 
Ifthebonfower.orlhestudentforwhomaparentisborrov^, 
has been overpaid as a result of a school error, and the 
0 varpaymerrt cannot be eimi nated by acfusting subsequent 
Pel Grant payments in the award year, the borrower msy stil 
be elgibfo under the GSLP or PLUS Program if- 

(A) The borrower, or the student for whom a parent is 
borrowing, is othenvise eRgfole; and 

(B) The person who received the overpayment ac- 
knowledges in writing the amount of the Pell Grant overpay- 
ment and agrees to repay it within six months from the -jate 
of the acknowledgment 

(rO Overp^ent on a Supplemental Educational 
Opportunity Grant If the borrower, or the student for whom 
a parent is borrowing, is overpaid on a Supplemental Educa- 
tional Opportunity Grant, the borrower may stil be e&gible 
under the GSLP or PLUS Program if- 

(A) The bonrower, or the student for whom a parent is 
bonowing, is othenvise efigibie; and 

(B) An adjustment in subsequent financial aid pay- 
ments (otherthan Pel Grants) eliminates the overpayment in 
the same award year (as defined in 34 CFR Part 676) in 
which it occurred. 

(g) Addftionai eligibility requirements for a student 
attending flight school. To be eligible as a student or a 
borrower under the GSLP or the PLUS Program for enroll- 
ment in a flight school program at a vocational school or an 
institution of higher educatfon, a student must- 

(1) Plan to pursue or be pursuing a full-time program 
leading to commercial flight ratings; 

(2) Have completed ground schoo! training or be 
taking It concurrently with flight training; 

(3) Hckl a private pifofs certificate or have sufficient 
flight hours to qualify for that certificate: and 
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(4) Hold at least a Class II medical oert'ficale. 

(Authority: 20 U.S.C. 1077, 1078. 1082. 1085. 1091) 

Sac 68Z202 P«rmlatlbl* chaigM by tendara to 
bonowara. 

The charges that lenders may impose on bofrowers, 
eithar directly or indirectly, are fimited to the following: 

(a) Interest (1) Appticable interest rates under the 

GS.LP: 

(1) The appffcable interest rate on a GSLP loan for a 
bomjwer who. on the date the prcmlssoiy note is s^ned, 
does not have an outstanc&ig balance on a previous GSLP 
loan is- 

(A) Seven percent for a loan covering a period of 
instruction beginning before January 1, 1981; 

(B) Nine percent for a loan covering a period of 
instruction beginning on or after January 1, 1981. but before 
September 13. 1983; or 

-(C) -Eight- percent for a loan covering a period of 
instnjction beginning on or after September 13. 1983. 

(B) The applicable Interest rate on a GSLP loan for a 
borrower who. on the date the promissory note evidencing 
the loan is signed, has an outstanding balaixe on a previous 
GSLP loan, is the applicable Interest rate on the previous 
loan. 

(2) Applicable interest rates under the PLUS Pro- 
gram: (i) The applicable interest rate on a PLUS Program 
loan is- 

(A) Nine percent for a loan made on or after January 
1. 1981, but before October 1 , 1981 ; 

(B) Fourteen percent for a loan made on or after 
October 1. 1981, but before November 1, 1982; or 

(0) Twelve percent for a toan made on or after 
November 1. 1982. 

(3) Under both the GSLP and the PLUS Program a 
lender may charge a borrower an actual rale of interest that 
is less than the applicable interest rate spedfied in para- 
graphs (a)(1) or (a)(2) of this section. 

(b) Capitalization. (1) Under a guarantee agency 
program, a lender may add accwed Interest and unpaid 
insurance premiums on a loan to the bonower's unpaid 
principal balance if so authorized by the guarantee agency. 
This increase in the prindpal balance of a loan is called 
•capitalization." A guarantee agenc/s policy, with respect to 
capitaHzation.may notpemfiit capitalization thatisnotpemiit- 
ted under paragraphs (b)(2) and (b)(3) of this section. 

(2) Under the RSLP and the Federal PLUS Program, 
a lender may capitalize Interest that has accrued- 

(1) Durwg the in-school period or grace period, if 
capitalization isexpressly authorized by the promissory note; 



(it) During a period of authorized defennent; 

(00 During aperiod of forbearance, as pennitted under 
Sec. 682.211; or 

0v) During the periodfrom the date the first instaUment 
payment was due unta it was made. 

(3) A lender may capitaTae accrued interest under 
paragraphs {b)(2)Ci) through (ii) of this section no more 
frequently than once a year, except that capitalization is 
again permitted when repayment is required to begin or 
resume. A lender miy capitaize accrued interest under 
paragraph (bX2)riv) of this sectfon only on the date repay- 
ment of prindpal actualy begins. 

(c) Origination fee for a GSLP loan. Under the GSLP 
a lender- 

(1) May charge a bonower an origination fee not to 
exceed the nttxlmum rate specified by Federal statute; 

(2) May deduct the orig'ration fee from the proceeds 
of the loan; 

(3) Shall. In the case of a looi disbursed In multiple 
installments, deduct a pro rata portion of the fee from each 
disbursement; 

(4) ShaS refund the portion of the origination fiee 
previousbr deducted from the loan or muftiply^sbursed 
portion thereof by a oecfit against the borrower's loan bal- 
ance if- 

(1) The loan check is returned uncashed to the lenden 

(0) The loan IS repaid h full within 120 days of dis- 
bursement; 

(Hi) The loan check has not been cashed WTth'»i 120 
days of disbursement; or 

(h/) The loan proceeds disbursed by electronic funds 
transfer m accordance with Sec. 68^207(b)(ii){B) have not 
been released from the restricted account maintained by the 
school within 120 days of disbursement 

(d) Insurance premium. The insurance premium is a 
charge made by the guarantee agency orthe Secretary to the 
lender, inddsnt to the guarantee the lender receives against 
default by the bonower. If the insurance premium is provkfed 
for in a bo rrower*s promissoiy note, a lender may charge the 
borrower the amount of the insurance premium paid by the 
lender to the guarantor. 

(e) Late charges. (1) If authorized by the borrower's 
promissory note, the lender may require the borrower to pay 
a late charge under the dn:umstances described in para- 
graph (e)(2) of this section. This charge may not exceed six 
cents for each dollar of each late installment 

(2) The lender may require the borrower to pay a late 
charge Iftheborrower- 

(i) Fails to pay all or a portfon of a required Installment 
payment within 10 days after it is due; and 

(fl) Fails to provkte written evidence that verifies the 
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borrower's eltgibHily for an authoiized deferment of the 
payment 

(0 Collection charges. (1) If provided for in the bor- 
rower's promissory note, the lender may require that the 
borrower pay costs incunred by the lender or its agent In 
collecting installments not paid when due, including, but not 
limited to- 

(1) Attorney's fees; 
(ii) Court costs; 
(iil) Telegrams; and 

(W) Long distance tofephone calls. 

(2) The co$^i referred to in paragraph (fKI) of this 
section may not include normal collection costs assoctaled 
with preparing {?tter5 or notices or with making personal 
contacts with the boni>wer(e.g., local telephone caOs). 

(Authori^: 20 U.S.C. 1077, 1078, 1079, 1082, 1087-1) 

Sm^ 682^ Statement of Educational PurpoM. 

No loan may be made under this part until the bor- 
rower submits to the lender a written Statement of Educa- 
tional Pu rpose, on a form approved by the Secretary, certi- 
fying that the loan proceeds will be used solely for costs of 
attendance at the school that the bonrower, or the student on 
whose behalf a parent is bonrowfng, is or will be attending. 

(Authonfy: 20 U.S.C. 1082, 1091) 

Sea 682^ Maximum loan amounts. 

(a) GSLP annual Gmrts. The total amount a student 
may borrow in ary academic year of study under the GSLP, 
including the RSLP, may not exceed- 

(1) $2,500 in the case of an undergraduate student 
indud ng any amounts borrowed underthe PLUS Program in 
the case of an independent undergraduate student, but not 
more than the lesser of $2,500 or half the estimated cost of 
attendance, for a loan made by a State lender or made or 
originated by a school to a student who- 

(1) Is enrolledin the first academicyearofundergradi- 
are study; and 

(ii) Was not previously enrolled in an undergraduate 
program; or 

(2) $5,000 In the case of a graduate or professional 
student 

(b) GSLP aggregate limits. The aggregate guaran- 
teed unpaid prindpal amount of all GSLP loans made to a 
student may not exceed- 

(1) $12,500, inthecaseof an undergraduate student, 
including any amounts borrowed underthe PLUS Program In 
the case of an independent undergraduate student; or 

(2) $25,000, in the case of any graduate or profes* 
sional student, Including loans for undergraduate study. 



(c) PLUS Program annual limits. The total prindpal 
amount of an PLUS Program loans made to, or for the benefit 
of, an eligible studentfor any academic year of stucfy may not 
exceed* 

(1) $2,500, induding any amounts borrowed by the 
student under the GSLP, in the case of an independent 
undergraduate student; 

(2) $3,000, in the case of a graduate or profisssional 
student; or 

(3) $3,000, in the case of a parent borrower. 

(d) PLUS Program aggregate limits. The aggregate 
guaranteed unpaid princ^ amount of all PLUS Program 
loans madetoor for the benefitof an eligible studentmay not 
exceed* 

(1) $12,500, including any amounts borrowed by the 
student under the GSLP, in the case of an independent 
undergraduate student; 

(2) $15,000, in the case of a graduate or professional 
student; or 

(3) $15,000, m the case of a parent bonDwer. 

(Authori^: 20 U.S.C. 1075, 1078, 107B-1, 1078-2, 1079, 
1082, 1089) 

Sec. 682^5 Dladosure requirements. 

(a) A lender shall disclose the foUowing information to 
a borrower either before or at the time of the first disburse- 
ment on the ban: 

(1) The lender's name, and the address to which 
correspondence with the lender and payments should be 
sent; 

(2) The prindpal amount of the loan; 

(3) The amount of any charges, induding the origina- 
tion foe and the insurance premium, collected by the lender 
at the time of or before disbursement of the loan, and an 
mdcation of whether those charges are deducted from the 
proceeds of the foan or paid separate^ by the bonower; 

(4) The actual interest rate; 

(5) The annual and aggregate maximu m amounts that 
may be borrowed; 

(6) A statement that infbnmation concerning the loan, 
induduig the date of disbursement and the amount of the 
loan, will be reported to a credit bureau or a credit reporting 
agency; 

(7) An explanation of when repi^ent of the foan is 
required and when the borrower Is required to pay the 
interest that accrues on the loan; 

(8) The minimum and maximum number of years in 
which the foan must be repaid and the minimum amount of 
requked annual payments; 

(9) An explanation of any special option s tfie borrower 
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may have for consoiklating or refinancing the loan; 

(10) A statement that the borrower has the right to 
prepay all or part of the loan at any time, without penalty; 

(11) A statement describing thectrcumstanoas under 
which repayment of the loan or interest that accrues on the 
ban may be defen^d; 

(1 2) A statement of availability of the Department of 
Defense program for repayment of loans on the basis of 
military service, as provided for in 10 U^.C. 2141, note; 

(13) The definition of "default" found in Sec. 682.200. 
and the consequences to the bonrower of adefault. fnciudng 
a statement concerning likely litigation and a statement that 
the defeuit will be reported to a aedit bureau or a credit 
reponing agency; 

(1 4) An explanation of the possible effects of accept- 
ing the loan on the eligibility of the studentfor other fomis of 
student financial assistance; 

(15) An explanation of any costs the bonower may 
incur in the nriaking or collection of the loan; and 

(16) In the case of a GSLP or student PLUS loan, a 
statement that the loan proceeds will be transmitted to the 
school for delivery to the bonx>wer. 

(b) The lender shall also disclose the information 
listed in this paragraph in a written statement provided to the 
bont)wer at or prior to the beginning of the repayment period. 
The lender shall make the disclosures during the grace 
period, in the case of a FISLP ban. Should the borrower enter 
the repayment period without the lender's knowledge, the 
tender shall provkie the required disclosures to the borrower 
immediately upon discovering that the bon-ower has entered 
the repayment period. The lender shall disdose- 

(1) The lender's name, and the address to whk:h 
correspondence with the lender and payments should be 
sent; 

(2) The scheduled date upon which the repayment 
period is to begin; 

(3) The estimated balance, including the estimated 
amo unt of interest to be capitalized, owed by the bonower as 
of the date upon which the repayment period is to begin, or 
the date of the disclosure, whicf^ver is later; 

(4) The actual interest rate on the loan; 

(5) An explanation of any fees which may accrue or be 
charged to the bonower during the repzyment period; 

(6) The borrower's repayment schedule. Including the 
due dateof the firstinstallment and the number, amount, and 
frequency of psyments; 

(7) An explanation of any special option s the borrower 
may have for consoiklating or refinancing the loan; 

(8) The estimated total amount of interest to be paid on 
the loan, assuming that payments are made in accordance 
with the repayment schedule; and 



(9) A statement that the bonDwer has the right to 
prepay all or part of the loan at any time, without penalty. 

(c) The lender shall provide the Informatbn required to 
be dscbsed by paragraphs (a) and (b) of this section at no 
cost to the borrower. 

(Authority: 20 U.S.C. 1078-2, 1082, 1083a) 

(Approved by the Office of Management and Budget under 
control number 1840-0538) 

S«c. 682.206 Due diligence in making a loan. 

(a) General. (1) The loan-making process includes 
processing the loan applicatbn and other required forms, 
approving the bonower for a loan, determining the loan 
amount, explaining to the bonower his or her responsibilities 
under the loan, completing and having the bomower sign the 
promissory note, and disbursing the loan proceeds. 

(2) Except as rriay be authorized by the Secretary, a 
lender may notdelegate its loan-making functions to aschod 
unless the school has an origination^ relationship with the 
lender. If that relatbnship exists, the lender rnay rely in good 
^'th upon statements of the borrower contained in the loan 
application, but may.not rely upon statements made by the 
school in the application. A non-school lender that does not 
have an originatbn relatbnship with a school may rely in 
good ^ upon statements of both the bonower and the 
school that are contained in the appHcatbn. 

Except as provkied in Part 668, Subpart E, a school 
lender may rely in good faith upon statements made the 
borrower in the loan appTication. 

(b) Processing forms. Before disbursing a loan, a 
lender must determine that ail required forms have been 
accurately completed by the bonower, the student, the 
sd)ool. and the tender. A tender may not ask the bomower to 
sign any forni before all infonnatbn requested from the 
borrower on that form has been supplied. 

(c) Approval of bonower and detenninatbn of loan 
amount (1) A tender may make a ban only to an eligible 
bomower. To the extentauthorized by paragraph (a)(2) of this 
section, the lender may determine the borrower's eligibility 
based on the information provkied on the application the 
school, the borrower, and. if the bomower is a paren{ the 
student on whose behalf the ban is sought 

(2) In determining the amount of the ban to be made, 
within the limitations of Sec. 682.204, the lender shall review 
the data on the student's cost of attendance and estimated 
financial assistance that is provided on the appPication fonn. 
in no case m£^ the ban amount exceed the student's 
estimated cost of attendance, te ss estimated financial assis- 
tance, br the academb period for which the ban is intended. 

(d) Promissory note. (1 ) The tender shall obtain from 
the bomower an executed legally enforceable promissory 
note for each ban as proof of the bomower's indebtedness. 

(2) A lender may notaddany clauses to. ornrwdfyany 
provisbns of, the most current promissory note pro\^ded by 
the guarantor without the guarantor's prior approval. 

(3) The tender shall give the bomower a copy of each 
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executed note. 

(e) Security, endorsement, and co-niakers. (1) A 
FISLP or Federal PLUS Program loan shall be made without 
security or endorsement 

(2) A Federal PLUS Program loan may be made to two 
eligible parents who agree to be jointly Oable for repayment 
of the loan as coHnakers. 

(f) Loan disbursement A lender shall disburse funds 
as required by Sec. 682.207. 

(Authority: 20 U.S.C. 1077. 1078-2, 1079. 1080, 1082, 1083 
1085) * 

Sac 682.207 Due diligence in disbursing • loan« 

(a) (1) This section prescribes procedures for lenders 
to follow in disbursing GSLP and PLUS Program loans. With 
respect to RSLP and Federal PLUS Program loans, refer- 
ences to the 'guarantee agency' In this section mean the 
"Secretary.' 

(2) The requirements of paragraphs (b)(1) (ii) and (iv) 
of this section must be satisfied either by the lender or by an 
escrow agent with which the lender has an agreement 
pursuant to Sec. 682.408. The lender must comply with 
paragraph (b)( 1 )(iii) of this section whether or not itdis burses 
to an escrow agent. 

(b) (1) In disbursing a loan, a lender- 

(i) May not disburse a loan prior to the issuance of the 
guarantee commitment ffbrthe loan by the guarantee agency, 
except with the agency's prior approval; 

(fi) Shall disburse loan proceeds by- 

(A) A check that is made payable to the borrower, or, 
if required by the guarantor, is made co-payaWe to the 
borrower and the school Identified on the ban application, 
and requires the personal endorsement or other writteri 
approval of the bo^ower in order to be cashed; or 

(B) If authorized by the guarantor, electronic funds 
transfer to an account of the students school that requires 
the written approval of the borrower for the release of funds 
from the account; and 

(ill) Shall not disburse loan proceeds eariier than is 
reasonably necessary to meet the student's cost of atten- 
dance for the period for which the loan is made, and In no 
case, wthout the Secretary's prior approval, eariier than 30 
days prior to the date on which the studant Is scheduled to 
enroll; and 

(iv) Shall disburse- 

(A) Directly to the school. In the case of a student 
borrower; or 

(B) Directly to the borrower. In the case of a parant 
borrowing on behalf of an eligible student, and shall notify the 
school of the amount of the loan vwthin 30 days of the date on 
which the first disbursement on the loan is made. 

(2) Neither a lender nor a school may obtain a bor- 



rower's power of attorney or other authorization to endorse 
or othenwise appnave the cashing of a loan check or approve 
the release of funds disbursed by electronic funds transfer, 
nor may a bonwer provide this power of attorney or authori- 
zation to aiyone else. 

(c) (1) Multiple disbursement requirements: A lender 
shall disburse GSLP and PLUS Program loans made to 
student bonrowers in multiple installments if- 

(1) The amount of the loan is $1 .000 or more; and 

(ii) On the date of the first disbursement, the time 
remaining In the period of enrollment for which the loan is 
made Is greater than six months, one semester, two quarters, 
or 600 dock hours. 

(2) Multiple disbursement procedures: In multiply 
disbursing a toan, a lender shall disburse as fbltows: 

(1) Disbursement must be in two or more installments. 

(ii) No installment may exceed one-half of the loan. 

(iii) At least one-third of the period of enrollment for 
which the loan Is made must elapse before the second 
installment is disbursed. 

(3) For purposes of this paragraph, a lender shall 
consideralt bans made for the same period of enrollmentas 
a single loan. 

(d) ( 1 ) Under certain circumstances, a lender, with the 
prior approval of the guarantee agency, may disburse after 
the student has ceased to be enrolled on at least a half-time 
basis or after the expiration date of the guarantee commit- 
ment 

(2) A guarantee agency may approve a lender's 
request to disburse under these circumstances only If the 
toan proceeds will be used for the student's cost of atten- 
dance lor the period of enrollment for which the loan was 
Intended and during which the student was actually enrolled^ 
on at least a half-time basis. 

(3) If the lender, after receiving the guarantee agency's 
prior approval, makes a late disbursement, the lender shall 
give notice of thatapproval to the school a'the time the lender 
sends the loan prooaeds to the school. 

(Authority: 20 U.S.C. 1077, 1078. 1078-2. 1079. 1080. 1082 
1083. 1085) 

See. 682.208 Due diligence In servicing a loan. 

(a) The toan servicing process includes reporting to 
credit bureau organizations, responding to bonower inquir- 
ies, and establishing the terms of repayment 

(b) For any GSLP or PLUS Program loan, a lender 
shall promptly report to at least one credit bureau- 

(1) The date of disbursement and the amount of the 

loan; 

(2) Information concerning the collection of the loan, 
including the repayment status of the loan; and 
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(3) The data the loan Is fully repaid by. or on behalf of. 
the borrower or dscharged by reason of the borrower's 
death, bankruptcy, or total and permanent disabill^. 

(0) (1) A lender shaK respond on a timely basis to 
written Inquiries arxi other communications from a borrower 
and any endorser on a loan. 

(2) When a lender leams that a QSLP borrower Is no 
longer enrolled at a partidpating school on at least a half-time 
basis, the tender shall promptly contact the borrower in order 
to establish the terms of repayment 

(d)(1) A lender shall follow the procedures In Sec 
682.412 whenever tt leams that the bsxrower, or, If appli- 
cable, the student on whose behalf a parent has borrowed* 

(1) Did not qualify for all or a portion of a loan made 
under this part; or 

(ii) Has raceh^ed a GSLP loan subject to payment of 
Federal interest benefits as provided under Sec. 6e^301, 
butis In fact Ineligible for tome or all of those Interest benefits. 

(2) Forpurposesof Sec. 662.412(0, t^e term "guaran- 
tee agency' means the Secretary In the case of a FISLP or 
Federal MUS Program loan. 

Authority: 20 U.S.C. 1077, 1076, 1076-2, 1079, 1060, 1082, 
1085) 

(Reporting and recordkeeping requirements contained in 
paragraph (b) were approved by the Office of Management 
and Budget under control number 1840-0538) 

Sec. 682.209 Repayment of loans. 

(a) Conversfon of a k)an to repayment status. (1) For 
a PLUS Program loan, the repayment period begins on the 
day the k>an is disbursed. The first payment is due within 60 
days after the date of disbursement 

(2) Except as provided in paragraphs (a) (3) and (4) of 
this section, for a GSLP k>a.i the repayment period begins- 

(i) For a bon^ower with a loan for which the applicable 
interest rate is seven percent peryear, not less than nine nor 
more than twelve consecutive months foltewing the date on 
which the bon-ower is no longer enrolled on at least a half- 
time basis at an eligible school. The length of this grace 
period is determined by the lender for loans made under the 
FISLP, and by the guarantee agency forteans guaranteedby 
the agency; and 

(ii) For a borrower with a loan for which the applicable 
interest rate Iseight or nine percent peryear, six consecutive 
months foik)wing the month in which the borrower is no 
k>nger enrolled on at least a half-time basis at an eligible 
school. 

(3) For a borrower of a GSLP loan who is a con^spon- 
denoe student, the grace period spedfied in paragraph (a)(2) 
of this section begins on the earliest of the date- 

(I) The bon^ower completes the program; 

(ii) The bon^ower fells 60 days behind the due date for 
submission of a scheduled assignment, according to the 



schedule required In Sec. 682.60^ However, the school may 
permit one restoration to in*school status for a student who 
falls 60 days behind the due date for 8uUnissk>n of a 
particular assignment If the student states In writing, within 
the 60*day period, an intention to continue in the program 
and an understanding tiiat thf) required lessons must be 
subnrutted on tinr^e; or 

(ili) That Is 60 days folk)Wing tiie latest allowable date 
established by the school for completing tiie program in the 
schedule required under Sec. 682.602. 

(4) For a GSLP loan, the repaynf)ent period begins 
prior to tiie end of the grace period. If tiie bont)wer requests 
and Is granted a repayment schedule that so provides. In tiiis 
event, a borrower may not further utilize the grace period. 

(5) The repayment schedule may provide for substan- 
tially equal Installmentpayments or fbrinstallment payments 
tiiat increase In amount over the repayment period. If a 
graduated repayment schedule Is established, it may not 
provide for any single Installment tiiat is more than tiiree 
times greater tiian^any otherlnstellment 

(6) (I) Subject to paragraphs (aK6) (ii) through (iv) of 
this section,alender shall allowaborroweratieastfiveyears, 
but not more than ten years, to repay a loan, calculated from 
tiie beginning of the repayment period. Except In the case of 
a FISLP loan made for a period of enrollment beginning on 
or after July 1, 1966, tiie lender shall require a borrower to 
fully repay e GSLP loan witiiin 15 years after it Is made. 

(ii) !f the borrower receives an authorized deferment 
or Is granted forbearance, as described in Sea 662.210 or 
Sec. 682.211, respectively, tiie periods of defemient or 
forbearance are excluded from determinations of the 5-, 10- 
and 15-year periods. 

(iii) If the minimum annual repayment required in 
paragraph (c) of tiiis section woukJ result in complete repay- 
ment of the loan In less tfian five years, tiie borrower is not 
entitled to the full 5-year period. 

(iv) Prior to ttie beginning of tfie repayment period the 
borrower may request and be granted by the lender a 
repayment period of less than five years. At any time, sul)iect 
to paragraph (a)(6)(iii) of this section, and without tiie lender's 
consent, the bont)wer may subsequent^ have the total 
repayment period extended to a minimum of five years. 

(d) Prepayment. The boniowermay prepay tiie whole 
or any part of a loan at any time witfiout penalty. Unless the 
borrower requests that tfie lender credit tiie prepayment to 
future installments, the lender shall credit the entire prepay- 
ment to unpaid principal. 

(c) f-^'nimum annual payment (1)(i) Subject to para- 
graphs (c)(1 ) (ii) and (iii) of tfiis section, during each year of 
tiie repayment period a borrower's total payments to all 
hokiers of the borrower's GSLP or PLUS Program k>ans 
rr^vM total at least $600 or tfie unpaki balance ot all loans. 
Including interest, whk^hever amount is less. 

(ii) If the booower and tfie lender agree, tfie amount 
paid may be less. 

(iii) If tfie borrower and tfie bon^ower's spouse have 
one or more GSLP or PLUS Program loans, their combined 



^42 

10-12 



annua) payment must meet the requirement of paragraph 
(c)(1)(i] of this section. 

(2) The provisions of paragraphs (c)(1)(i) and (ii) of 
this section may not result in an extension of the 10- or 15- 
year maximum repayment periods unless forbearance, as 
described in Sec. 682.211, has been approved. 

(d) Supplemental repayment schedule. (1 ) In the case 
of a loan made by a school lender, the lender and the 
borrower may agree on a supplemental repayment sched- 
ule, with the prior approval of the Secretary, that would 
supplement the regular repayment schedule described in 
paragraph (a)(5) of this section. 

(2) The supplemental repayment schedule may be 
based on other than equal or graduated payments. For 
example, the supplemental repi^ment schedule may base 
the amount of the borrower's payment on the borrower's 
income. 

(3) The borrower may not insist upon the.establish- 
ment of a supplernental repayment schedule. The lender 
msQT not insist upon the establishment of a supplemental 
repayment schedule unless the lender obtained the bor- 
rower's written consent to enter into one at the time the loan 
was made. 

(e) Treatment by lenders of borrower's refunds re- 
ceived from schools. (1) A lender shall treat a payment of a 
borrower's refund received by the lender from a school as a 
credit against the amount owed by the borrower on the 
borrower's loan. 

(2) (i) If a lender receives a refund payment from a 
school on a loan that is no longer held by that lender, the 
tender shall promptly transmit the amount of the refund 
payment to the holder to whom it assigned the loan, with an 
explanation of the source of the payment 

(ii) Upon receipt of a refund transmitted under para* 
graph (e)(2)(i) of this section, the holder of the loan shall 
promptly provide written notice to the bon-ower that the 
holder has received the refund. 

(Authority: 20 U.S.C. 1077. 1078. 1078-2. 1079. 1082. 1085) 
Sac 68Z210 Deferment 

(a) Borrower eligibility. ( 1 ) Except in the case of a loan 
received by a parent borrower under the PLUS Program on 
or after August 15, 1983. a borrower is entitled to have 
penodic installment payments of principal deferred during 
authorized periods after the beginning of the repayment 
period. 

(2) For a loan made before October 1, 1981. the 
borrower is also entitied to have periodic installment pay- 
ments of principal deferred during the six-month period 
(post-defemient grace period) that commences after the 
completion of each defemient period or combination of those 
periods. 

(3) Interest accrues and Is paid by the borrower during 
the defemient period, and the post-deferment grace period, 
if appllcabte. unless, in the case of a QSLP loan, the loan was 
detemiined to be eliglbte for interest benefits under Sec. 
682.301 when the loan was made. 



(4) In order to receive a deferment the bon^wer must 
request the deferment and provide the lender with ail docu- 
mentation required to establish eliglbiiity for a specific type of 
deferment 

(5) An authorized deferment period begins on the date 
the condition entitiing the borrower to a deferment first exists, 
but not more ^an- 

(i) Sixty days before the date the lender receives the 
request and documentation required undei paragraph (a)(4) 
of this section for an unemployment defemient; mi 

(ii) Six months before the date the lender receives the 
request and documentation required under paragraph (a)(4) 
of this section for all other defemients. 

(6) An authorizeddeferment period endson theeariier 

of- 

(i) The date the condition establishing the borrower's 
eliglbiliV for the defemient ends; or 

(ii) The date when the condition entitiing the borrower 
to a deferment has continued to exist for the maximum 
amount of the time allowed for a specific defemient 

(7) A lender may not deny a deferment to which the 
borrower is entitied. even though the bom>wer may be 
delinquent but not in default in making required installment 
payments. The 180- or 240-day period required to establish 
a default does not run during the deferment and post- 
deferment grace periods. When the defemient and, if appll- 
cabte, post-deferment grace period expires, a bonower 
resumes any delinquent status that existed when the defer- 
ment period began. 

(8) A borrower whose loan is in default is not eligible 
fora deferment as to that loan, unless the borrower has made 
satisfactory repayment anrangements with the holder of the 
loan. 

(9) The bonower must infomi tiie lender when the 
condition entitiing the bom)wer to a deferment no longer 
exists. 

(b) Authorized deferments. Deferment is authorized 
during periods when a bom)wer is engaged in- 

(1) (i) Full-time study at a participating school, unless 
the borrower is not a national of the United States and is 
pursuing a course of study at a foreign school; or 

(ii) Full-time study at a school which rneets the defini- 
tion of an institution of higher education or a vocational 
school and is operated by an agency of the Federal Govern- 
ment (e.g.. the service academies), untess the borrower is 
not a national of the United States and is pursuing a course 
of study at a foreign school; 

(2} Study under an eligible graduate fellowship pro- 
gram, as described In paragraph (c) of thi& section; 

(3) Up to three yem of active duty status in the United 
States Armed Forces or service as an officer in the Commis- 
sioned Corps of tiie United States Public Healtfi Service; 



(4) Uptolhreoy0arsof$orviceufxiorlhePeaoeCorps 
Act (if the borrower has agreed to serve a term of at least 
one year); 

(5) Uptothreeyearsof service as a fuR-time volunteer 
under Title I of the Domestic Volunteer Service Act of 1973 
(ACTION programs) (if the borrower has agreed to serve for 
a term of at least one year); 

(6) Up to three years of full-time volunteer service, 
which the Secretary has determined is comparable to service 
referred to in paragraphs (b)(4) and (b)(5) of this section, for 
a tax-exempt organization, as described in paragraph (d) of 
this section; 

(7) Consdentiously seeking, but unable to find, full- 
time employment in the United States over a single period of 
up to 12 months, as described in paragraph (e) of this section; 

(8) Pursuing a rehabilitation training program for dis- 
abled individuals, as described in paragraph (f) of this sec- 
tion; 

(9) Up to two years of service as an intern, as de- 
scribed in paragraph (g) of this section; or 

(10) Up to three years during which the borrower is 
temporarily totally disabled, as descHbed in paragraph (h) of 
this section, orduring which the borrower is unable to secure 
employment because the borrower is caring for a spouse 
who is temporarily totally disabled, as described in para- 
graph (i) of this section. 

(c) Graduate fellowship deferment To quality for a 
deferment for study In a graduate fellowship program, a 
borrower must provide the lender with a statement from an 
officiat of the bont>wers fellowship program certitying that- 

(1) The fellowship program- 

(1) Provides sufficient financial support to graduate 
fellows to allow for fjil-time study for at least six months; 

(11) Requires a written statement from each applicant 
explaining the applicanrs objectives before the award of that 
financial support; and 

(iil) Requires a graduate fellow to submit periodic 
reports, projects, or other evidence of the fellow's progress; 
and 

(2) The borrower- 

(i) Holds at least a baccalaureate degree conferred by 
an institution of higher education; 

(ii) Is engaged in full-time study, which may be inde- 
pendent of an educational or cultural institution. In an aca- 
demic or professional subject area for which the borrower 
has shown an Interest and ability; and 

(iii) Has been recommendedby an institution of higher 
education for acceptance into the graduate fellowship pro- 
gram. 

(d) Full-time volunteer service for a tax-exempt or- 
ganization deferment To quality for a defomient for full-time 
volunteer service for a tax-exempt organization, comparable 



to volunteer service In the Peace Corps or full-time volunteer 
service in a program administered by the ACTION agency, a 
borrower must provide the lender with a statement from an 
official of the borrower's volunteer program certifying that- 

(1) The borrower serves in an organization which is 
exempt from taxation under section 501 (c)(3) of the Internal 
Revenue Code of 1954; 

(2) The bonower provides service to low-income 
persons and their communities to assist them in eliminating 
poverty and poverty-related human, social, and environ- 
mental conditions; 

(3) The borrower's compensation (including a subsis- 
tence allowance) does not exceed the compensation re- 
ceived by a fun-time volunteer in the Peace Corps or in a 
program administered by the ACTION agency; 

(4) The borrower, as part of his or her duties, does not 
give religious instruction, conduct worship services, engage 
in religious pros^.,izing. or engage in fund-raising to support 
religious activities; and 

(5) The borrower has agreed to serve on a full-time 
basis for a temi of at least one year. 

(e) Unemployment deferment (1) To quality for an 
unemployment deferment, a bonower must provide tiie 
lender with a written request for tfie defennent To continue 
tfie deferment formers than three montfis. tfie borrower must 
provide an additional request before ttie end of each three- 
montfi period. Each request must be signed t)y tfie borrower 
and dated, and must oontaln- 

(1) A statement from tfie borrower describing the 
bonowers conscientious search for fu»-time employment, 
including for at least tfiree attempts to secure employment 
during that tfiree-montfi period- 

(A) The name of tfie fimi contacted; 

(B) The name of tfie person contacted; and 

(C) The firm's address and phone number. 

(ii) The borrower's latest pemianent home address 
and. if applicable, tfie bomower^s latest tempor^y address; 

(iil) Certification from the borrower tfiat tfie borrower 
has registered witfi a public or private employment agoncy. 
if one is accessible, spedtying its name and address and tfie 
date of registration tfierewitfi; and 

(IV) The borrowers agreement to notity tfie lender 
promptly when full-time employment is obtained. 

(2) A borrower may quality for an unemployment 
defemient whetfier or not the borrower has been previously 
employed. 

(3) For purposes of tfiis section, full-time empioyment 
involves at least 30 hours of viotk per week and is expected 
to last at least ttiree montfis. 

(4) An unemployment defemient is not justified if tfie 
borrower refuses to seek employment in kinds of positions or 
at salary and responsibility levels for which tfie borrower foels 
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overiy qualified by virtue of education or previous experi- 
ence. 

(0 Rehabilitation training program defemient Toqualify 
for a rehabilitation training deferment, the borrower must be 
receiving, or be scheduled to receive, services under a 
program designed to rehabHitate disabled Individuals, and 
must provide the lender with the following documentation: 

(1) A certification from the rehabilitation agency that 
the borrower is either receiving or scheduled to receive 
rehabilitation training services from the agency. 

(2) A certification from the rehabilitation agency that 
the rehabilitation program- 

(i) Is licensed, approved, certified, or otherwise recop- 
nized as providing rehabilitation training to disabled individu- 
als by- 

(A) A State agency with responsibility for vocational 
rehabilitation programs; 

(B) A State agency with responsibility lor drug abuse 
treatment programs; 

(C) A State agency with responsibility for mental 
health services programs; 

(D) A State agency with responsibility for alcohol 
abuse treatment programs; or 

(E) The Veterans Administration; and 

(ii) Provides or will provide the bonower with rehabili- 
tation services under a written plan that- 

(A) Is individualized to meet the borrower's needs; 

(B) Specifies the date on which the services to the 
borrower are expected to end; and 

(C) Is structured In a way that requires a substantial 
commitment by the borrower to his or her rehabilitation. The 
Secretary considers a substantial commitment by the bor- 
rower to be a commitment of time and effort that would 
nonnally prevent an individual from engaging in full-time 
employment either because of the numberof hours that must 
be devoted to rehabilitation or because of the nature of the 
rehabilitation. For the purposes of this paragraph, full-time 
employment Involves at least 30 hours of work per week. 

(g) Internship deferment. (1) An eligible internship 
program is a supervised training program that- 

(1) Is required In order lor the borrower to begin 
professional practice or service, e.g.. medical residency; 

(ii) Requires the bonower to hold at least a bachelor's 
degree before beginning the internship program; and 

(iii) A State licensing agency requires completion of 
before certifying the individual for professional practice or 
servk^e. 

(2) To qualify for an internship deferment, the bor- 
rower must provide to the lender the following certifkations: 



(1) A statement from an official of the appropriate State 
licensing agency that the Internship program meets the 
provistons of paragraph (g)(2) of this sectkni. 

(ii) A statement from the organization with which the 
bomower is undertaking the internship program certifying- 

(A) The acceptance of the borrower into its internship 
program; and 

(B) The antwipated dates on whfch the borrower will 
begin and complet • the program. 

(h) Temporary total disability deferment (1) Toqualiiy 
for a temporary total disability defemient. a borrower must 
give the lender a certifk»tion. from a physician who is a 
doctor of medfcine or osteopatfy and legally authorized to 
practice, that the bonower is temporarily totally disabled. 

(2) For purposes of this section, a bonower who is 
temporarily totally dsabled* Is one who, by reason of Inju^ 
or illness , has become unable to atten d school or to work and 
earn money during a period of at least 60 days needed to 
recover from the Inju^ or illness. 

(3) A borrower is not considered temporarily totally 
disabled on the basis of a condition that existed before he or 
she applied for the loan, unless the borrower's conditwn has 
substantially deteriorated since he or she submitted the loan 
applkatton so as to render the borrower temporarily totally 
disabled. 

(i) Spouse's tempera^ total disability deferment. (1) 
To qualily for a defermer.t given to a bonower whose spouse 
is temporarily totally disabled, a bonower must give the 
lender- 

(1) A certification from a physician who is a doctor of 
medicine or osteopathy and legally authorized to practk», 
that the bonowers spouse is temporarily totally disabled; 
and 

(ii) A certification from the bonower that the borrower 
is uriable to secure employment because the bonower is 
providing nursing or similar serwces to the borrower's spouse 
that the spouse requires due to tfie inju^ or illness. 

(2) For the purposes of this section, a spouse who is 
lemporarily totally disabled* is one who, by reason of inju^ 
or illness, has beconw unable to wtk and earn money during 
a period of at least 60 days needed to recover from the injury 
or illness, and who. during that special period, requires 
nursing or similar services. 

(Autiiority: 20 U.S.C. 1077, 1078, 1078-2, 1082, 1085) 

(Approved by the Office of Management and Budget under 
control number 1840-0538) 

Sec. 682.211 Forbearance. 

(a) (1) The Secretary encourages a lender to grant 
forbearance for the benefit of a bonx>wer in order to prevent 
tiie bonower from defaulting on tiie bonower's repayment 
obligation. "Forbearance* means pennitting the temporary 
cessation of payments, allowing an extenston of time for 
making payments, or accepting smaller payments than were 
previously scheduled. 
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(?) A lender may grant forbearance of payments of 
prindpal and interest under paragraph (b) of this section 
whenever- 

(I) Poor health or other personal problems affect the 
ability of the bon-ower to make scheduled payments; or 

(II) The borrower's payments of principal are deferred 
under Sec. 682.210 and the Secretary does not pay interest 
benefits on behalf of the borrower under Sec. 682.301. 

(3) If two borrowers are liable for repaynient of a PLUS 
Program loan as co*makers, the lender may grant forbear- 
ance only when the ability of both borrowers to make sched- 
uled payments has been impaired. 

(4) If payments of interest are forborne, they nmy be 
capitalized as provided in Sec. 682.202(b). 

(b) A lender may grant forbearance on temis that are 
consistent with the minimum annual payment requirement 
and the 10- and 15*year maximum repayment perMs if the 
lender and bonrower agree in writing to the new temis. or, in 
the case of forbearance of interest during a period of defer- 
ment, if the lender infonns the borrower at the time the 
defemient is granted that interest payments an? to be for- 
borne. 

(c) A lender may grant forbearance for a period of up 
to one year at a time cn temis that are inconsistent with the 
minimum annual repayment and the 10- and 15-year maxi- 
mum repayment periods if- 

(1) The lender reasonably believes that the borrower 
intends to repay the k)an but is currently unable to make 
payments in accordance with the temis of the k)an note, and 
the lender states the basis for its belief in writing and 
maintains that statement in its k)an file on that bom>wer; 

(2) Both the borrower and an authorized official of the 
lender agree in writing to tiie forbearance; and 

(3) Where the forbearance Involves tiie postpone- 
ment of all payments, the lender contacts tiie borrower at 
least once every three montiis during tiie period of forbe&*'- 
ance in order to remind the bom}wer of tfie outstanding 
obligation to repay. 

(d) The lender shall maintain evidence in tiie bor- 
rower's loan file tiiat tiie forbearance has been agreed to by 
botfi tiie lender and tiie borrower. 

(Autiiority: 20 U.S.C. 1078. 1078-2. 1080, 1082) 

(Reporting and recordkeeping requirements contained in 
paragraph (d) were approved by tfie Office of Management 
and Budget under control number 1840-0538) 

Sea 682.212 Prohibited transactlone. 

(a) No points, premiums, payments, or additional 
interest of any kind may be pakJ or otiierwisc extended to any 
eligible lender or otfier party in order to- 

(1) Secure tunds for making loans; or 

(2) Induce a lender to make k)ans to either tiie stu- 



dents or the parents of students of a particular school or a 
particular category of students or tiieir parents. 

(b) The foik>wing are examples of tran$actk>ns which, 
if entered hito for tiie purposes described in paragraph (a) of 
tills sectk>n, are prohibited: 

(1 ) Cash payments by or on behd; of a school made 
to a lender or otiier party. 

(2) The maintaining of a compensating balance by or 
on behalf of a school with a lender. 

(3) Payments by or on behalf of a school to a lender of 
servidng costs on k>ans tfiat the school does not own. 

(4) Payments by or on behalf of a school to a lender of 
unreasonably high servidng costs on k^ans that tiie school 
does own. 

(5) Purchase by or on behalf of a school cf stock of the 
lender. 

(6) Payments ostensibly made for otiier purposes. 

(c) Except when purchased by tiie Student Loan 
Marketing Association, an agency of any State functioning as 
a secondary maritet. or in other circumstances epproved by 
tiieSecretary, notes, or any interestin notes, shall notbe sold 
or otiierwise transferred at discount if tfie underiyin^ toans 
were made- 

(1) By a school; or 

(2) To students or parents of students attending a 
school by a lender having common ownership witii tiiat 
school. 

(d) Except to secure a loan from f ,'nxient Loan 
Marinating Association or an agency of a £ «>t7} U ctbning as 
a secondary marinet or in otiier drcumstar ^t>t ^proved by 
tiie Secretary, a school or a lender, witfi respect to a loan 
made to a student, or a parentof a student, attending a school 
having common ownership witfi the lender. nr>ay not pledge 
a k}an made under tfie GSLP or PLUS Program as security 
for any loan bearing aggregate interest and otiier charges in 
excess of tfie sum of tfie interest rate applicable to tiio toan 
plus tfie rate of tfie then most recentiy prescribed special 
alk)wance under Sec. 682.302. 

(e) The prohibitions described in paragraphs (a), (b). 
(c), and (d) of tills section apply to any school or lender which 
would be a party to tiie prosoibed transactions. 

(f) This section does not preclude a buyer of bans 
made by a school from obtaining from the seller of tiiose 
loans a warranty tnat- 

(1) Covers future reductions by tfie Secretary or a 
guarantee agency in computing tiie amount of loss payable 
on default daims filed on the loans, where tfie reductions are 
attributable to an act or failure to act on tfie part of tfie seller 
or previous holder; and 

(2) Does not cover matters for which a purchaser is 
charged witii responsibility under tills part, such as due 
diligence in collecting loans. 
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(0) Section 490(c) of the Act provides that any person 
who knowingly and willfully makes an unlawful payment to an 
eligible lender as an Inducement to make, or to acquire by 
assignment, a loan guaranteed under the GSLP or PLUS 
Program shall, upon convfctlon thereof, be fined not more 
than $1,CX)0 or Imprisoned not more than one year, or both. 

(Authority: 20 U.S.C. 1082, 1097) 

Sec 682.213 Prohibition against the use of the Rule of 
78's. 

For purposes of the calculations required by this part, 
a lender shall not use the Rule of 73*s to calculate the 
outstanding principal balance of a loan. 

(Authority: 20 U.S.C. 1082) 

Subpart OFederal Payments of interest and 
Special Allowance 

Source: 51 FR 40899. Nov. 10. 1986. unless otherwise 
noted. 

Sec 682.300 Payment of Interest benefits on a GSLP 
loan. 



(a) General. The Secretary pays a lender a portion of 
the interest on a GSLP loan on behalf of a borrower who 
qualifies under Sec. 682.301. This payment is known as 
Interest benefits. 

(b) Covered interest (1) The Secretary pays interest 
benefits on an eligible GSLP loan for interest accruing- 

(1) During all periods prior to the beginning of the 
repayment period, except as provided in paragraph (b)(2) of 
this section; 

(ii) During any period when the bon'ower has an 
authorized defemient. and. If applicable, a post-<iefemient 
grace period; and 

(ill) During the repayment period for loans described 
m paragraph (d)(2) of this section. 

(2) The Secretary's obligation to pay interest bencHts 
on an otherwise eligible loan temiinates on the eariierof- 

(i) The date the bon'ower's loan is repaid; 

(ii) The date the loan check is returned uncashed to 
the lender; 

(iil) The 1 20th day afterthe date of disbursement, if the 
loan check has not been cashed on or before that date, or if 
the loan proceeds disbursed by electronic funds transfer in 
accordance with Sec. 682.207(b)(1)(ii)(B) have not been 
released from the restricted account maintained by the 
school on or before that date; 

(iv) The date of default by the bon'ower; 

(V) The date the bon'ower's loan is discharaed by a 
bankruptcy court; 

(vi) The date the lender detemiines that the borrower 



has died or has become totally and pemianently disabled; or 

(vii) The data the loan ceases to be guaranteod or 
ceases to be eligible for reinsurance under this part, ragard- 
lessofwhetherthe lender has filedadaim fbrloss on theloan 
with the guarantor. 

(3) Section 682.413(a) sets forth the drcumstances 
under which a lender may be required to repay Interest 
benefits received on a loan guaranteed by a guarantee 
agency. 

(c) Interest notcovered. Interestbenefitsdo notcover- 

(1) Interest on interest added to prindpal. except for 
Interest capitalized In accordance with Sec. 682.202(b); 

(2) Interest for which the borrower is not othefwtse 
liable; or 

(3) Interest paki on behalf of the bonxiwer by a 
guarantee agency. 

(d) Rate. ( 1 ) Except as provWed in paragraph (d)(2) of 
this section, the Secretary pays the lender the actual Interest 
rate on the outstanding principal balance of an eligible GSLP 
loan, provkied that the actual interest rate does not exceed 
the applicable interest rate. 

(2) For a loan disbursed prior to December 15, 1968. 
or subject to a binding commitment made prior to that date, 
the Secretary pays an amount during the repayment period 
equwalent to three percent per year of the unpaki prindpal 
amount of the loan. 

(Authority: 20 U.S.C. 1078. 1082) 

Sea 682.301 Eligibility of borrowers for Interest benefiu 
on GSLP loans. 

(a) General. (1) If a students acjiusted gross ^ily 
income is $30,000 or less, the student qualifies for Interest 
benefits for the amount of his or her GSLP loan. 

(2) If the student's adjusted gross family income is 
more than $30,000. the student qualifies for Interest benefits 
if the institutfon he or she attends or Is planning to attend 
detennines that the student demonstrates financial need for 
the foan. 

(I) If the student demonstrates finandal need for a toan 
of less than $500, or of more than $1,000, the student 
qualifies for interest benefits for the loan amount forwhich the 
student has demonstrated finandal need. 

(ii) If the student demonstrates finandal need for a 
loan between $500 and $1000. the student quafifies for 
interest benefits on a loan of up to $1 .000. 

(b) Application for interest benefits. To apply for Inter- 
est benefits, the student shall submit to the lender his c her 
loan application. The appficatfon must indude a certHcalion 
from the students institution of the foltowing Informatfon: 

(1) The estimated cost of atfendance for the student 
for the academic period forwhich the foan is intended. 

(2) The estimated financial assistance for the student 
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for the academic pertod for which the loan is intended. 

(3) The adjusted gross family income of the students 

family. 

(4) The student's expected family contribution if his or 
her adjusted gross family income exceeds $30,000. 

(5) The amount of the students need for a loan as 
determined by the Institution pursuant to paragraf^ (e) of this 
section. 

(c) Adjusted gross family income. (1) The Institution 
shall detemiine the adjusted gross famBy income of the 
students family based upon data provided, and certified to, 
by each person whose income is requirad to be considered. 

(2) As used in this section, 'adjusted gross famDy 
Income of the students family" means 'adjusted gross in- 
come," as defined in section 62 of the Internal Revenue 
Code, as reported on the 1985 Federal income tax retum(s) 
of- 

(0 The student; 

(il) The students spouse, if any; and 

(ill) The students mother and father, u niess the school 
detemiines that, at the time the student applies for the loan, 
the student is an Independent student' 

(3) A dependent student whose parents aro dvorced 
or separated shall comply with the following procedures for 
reporting a parents adjusted gross income to detemiine the 
ac^usted gross family income: 

(i) Include only the income of the parent with whom the 
student resided for the greater portion of the 1 2-month period 
preceding the date of application. 

(ii) If paragraph (c)(3](i) of this section does notapply, 
include only the income of the parent who prowded the 
greater portion of the student's support for the 12-month 
period precedng the date of application. 

(iiO If neither paragraph (c)(3)(i) nor (cX3)(ii) of this 
section applies, include only the income of the parent who 
provided the greater support for the period commendng 
January 1 . 1985, and endng 12 months prior to the date of 
application. 

(4) I f one of the parents has died, a dependent student 
shall indude only the income of the sur^«vin9 parent If both 
parents have ded, the student shall not report any parental 
Income for those parents even if the parBnt{s) had income. 

(5) The following rule applies if either a parent whose 
income is taken into account under parag^ph (c](3) of this 
section, or a parent who is a widow or widower and whose 
income is taken into account under paragraph (c](4) of this 
section, has remarried. The income of that parents spouse 
is included in detemiining the adjusted gross family income 
if. in 1985 or 1986. the dependent student- 

(i) Has received or will receive financial assistance of 
more than $750 from that spouse; or 

(ii) Has lived or will live for more than six weeks in the 



home of the parent and that spouse. 

(6) The income of the students spouse is not included 
Indetemiining theadjustedgrossfamily income fora student 
who is dvorced or separated, or whose spouse has died. 

(d) Indepenctent student As used in this section, 
Independent studenr means a student who meets the 
criteria in 34 CPR 668.1a. All other students are considered 
to be dependent students. 

(e) Determination of need. (1 } If the students adjusted 
gross family income exceeds $30,000, the institution shaH 
detemiine the students need for a toan by subtracting from 
the students "Estimated cost of attendance,' as defined in 
Sea68^200,hisorher- 

(1) 'Estimated financial assistance." as defined in Sec. 
682.200; and 

(n) Expected family contribution, as detemiined under 
paragraph (0 of this section. 

(2) The student shall oertify the accuracy of any 
Infomiation he or she provides to the kistitution that is 
necessary to determine need. 

(3) The Secretary may require that family members 
whose incomes are included in the students adjusted gross 
fam9y Income under paragraph (c) of this section provide 
copies of the relevant Federal income tax retum(s) and other 
pertinent documents to support the students application for 
interest benefits. 

(0 Detemiination of expected family contribution. For 
a student who seeks a loan for a period of lnstructk)n 
beginning on or after July 1 , 1986, butnotlater than June 30, 
1987, the institution shall calculate his or her expected family 
contn*bution as follows: 

(1) If the student has been awarded financial assis- 
tance for award year 198G^7 (July 1, 19d6-June 30, 1987) 
under the National Direct Student Loan (NDSL). College 
Woric-Studfy (CWS), or Supplemental Educational Opportu- 
nity Grant (SEOG) program at the time he or she applies for 
a Guaranteed Student Loan, the students expected family 
contn*bution is his or her expected family contribution as 
calatlated for the NDSL, CWS or SEOG program. 

(2) If the student has not been awarded financial 
assistance under the campus-based programs for a^vard 
year 1 986-67 at the time he or she applies for a GSLP loan, 
tiie students expected fami^y contn*bution must be deter- 
mined under either- 

(0 A need analysis system approved by the Secretary 
for the academic year for which the loan is sought for the 
campus-based programs; or 

(ii) The tables found in Appendx B if the adjusted 
gross Income of the student and his cr her family, after taking 
tiie provisions of paragraph (g) of tills section into account, 
is more than $30,000 and less tiian $75,000. 

(g) In calculating a students expected family contribu- 
tion under paragraph (0 of this section- 

(1) The institution shall exclude uny taxable and 
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nontaxable income realized from the proceeds of a sale of 
fBTcn or business assets if- 

(1) The sale of the farm or business assets results from 
a voluntary or involuntary foreclosure, forfeiture, or bank- 
ruptcy; and 

(ii) The institution uses a need analysis system ap- 
proved by the Secretary for the campus-based programs to 
calculate the student's expected family contribution; and 

(2) The institution shall exclude any taxable income 
realized from Ae proceeds of a sate of farm or busmess 
assets if- 

(i) The sate of the farm or business assets results from 
a voluntary or mwo^/nlary f6recio;.ure, forfeiture, or bank- 
ruptcy; and 

(ii) The institution uses the tabtes setforth in Appendix 
B to calculate the studenrs expected feirily contribution. 

(Authority: 20 U.S.C. 1078» 1062, 1089) 

(Appprovedby the CWiceofManagementand Budget under 
control number 1840-0110) 

S«x 682.302 P«ymenUof«p«:tofailowanceon«GSLP 
or PLUS Program loan. 

(a) General. The Secretaiy pays a special allowance 
to a lender on an eligible GSLP or PLUS Program loaa The 
speaal allowance is a percentage of the average unpaid 
prindpaJ balance, indudng interest capitafized 'm accord- 
ance with Sea 68a202(b), computed in accordance with 
paragraph (c) of this section. 

(b) EBgibte toans. All GSLP and PLUS teans cthenwse 
meeting program requirements are eligfcte for speda! allow- 
ance payments, except for GSLP toans disbursed on or after 
Octoberl, 1981 thatdonotquallfyforintereslbenefits under 
Sea 682.301. 

(c) Rate. (1) Except as provided in paragraphs (c) (2) 
and (3) of this section, the special allowance rate for an 
eligible loan during a three-month period is calculated by- 

(i) Determining the average of the bond equivalent 
rates of the 91 -day Treasury bills auctioned during the three- 
month period: 



loan; 



(ii) Subtracting the applicable interest rate for that 



(iii) Adding three and one-half percent to the resulting 
percentage: 

(rv) For a loan made priorto October 1 J981 , rounding 
the result upward to the nearest one-eighth of one percent; 
and 

(v) Dividing the resulting percentage by four. 

(2) In the case of an eligible toan subject to the 
requirements cf section 252 of Pub. L 99-1 77» the Balanced 
Budget and Emergency Defidl Control Act of 1985» the rate 
spedfied in paragraph (c)(1)(Hj) of this section is reduced to 
the greater of three percent or the spedfied rate tess four- 



tenths of one percentage point 

(3](i) The special altewance rate payabte for a thr«e- 
month period on an eligibte loan made or guaranteed on or 
aflerOctoberl, 1980thatwasmadeorpurchasedwithftind$ 
obtained from the issuance of obligations, the income from 
whtoh is exempt from taxation under the Internal Revenue 
Code of 1954» It one4)aif the rate detemiined under para- 
graph (c) (1) or (2) of this sectton, but not tess than- 

(A) Two and one-half percent per year on eigiite 
toans for whfch the ^pltoabte interest rale is sevon percent; 

(B) One and one-half percent per year on el^iite 
toans for whtoh the appltoabte tnterest rate is eight percent; 
or 

(C) Ona^ialf of one percent per yev on elgibte toans 
tor which the applicabte interest rate is ntoe percent 

in) The rate estabf shed in paragraph (cX3)(i} of this 

section also appltes to a toan made Of purchased wftfi fiWKte 
obtained from- 

(A) CoOecttons or default reimbursements on, ortoter- 
est or other income pertaining to, afoan described m para- 
graph (c)(3)(i) of this section; or 

(B) The investment of the funds described in para- 
graph {c)(3)(iiKA) of this section. 

(d) Termination of spedal allowance payments on a 
toan. (1 ) The Secretary's obligatton to pay spec^ altowance 
on a toan tamiinales on the eariiest of thr date- 

(i) The bonrower's toan is repaid or the borrower's loan 
check is retumed uncashed to the tender; 

(ii) The tender receives payment on a daim for toss on 
the toan; 

(iii) The toan ceases to be guaranteed or ceases to be 
eBgibte forreinsurance under this part, regardless of whether 
the tender has fited a daim for toss on the toan with the 
guarantor; 

fw) Ninety days after the borrower's default on the 
toan, unless the tender fites a daim for loss on the toan with 
the guarantor prior to that 90th (ky; or 

(V) One hundred twenty days after the date of dis- 
bursement, if the loan check has not been cashed on or 
before that date» or if the toan proceeds disbursed by eteo- 
tronic funds transfer in accordance with Sec 
682.207(b)(1)(ii)(B) have not been reteased from tr.<9 re- 
stricted account maintained by the school on or before that 
date. 

(2) Section 682.413(a) sets forth the drcumstances 
under which a lender may be required to repay special 
altowance received on a loan guaranteed by a guarantee 
agency. 

(e) (1) Except as otherwise provided in Subpart H of 
this part, the Secretary pays a special aflowance on a loan 
made or acquired with the proceeds of an obligatton the 
interest income from which is exempt from taxation under the 
Intemal Revenue Code only if the Secretary has approved- 
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(i) The Plan for Doing Business of tfie Authority which 
issued the obligation, if the obligation was issued after 
December 31, 1980; and 

(1) The justification of need for the obfigation, if the 
obligation was issued after August 14, 1983. 

(2) As used in tfus paragraph, proceeds of a tax- 
uxempt obligation indude collections, reimbursements from 
guarantors, interest received, and receipts from the sale of 
loans financed with the original proceeds of that obligation. 

(3) The Secretary pays a spedai allowance to an 
Authority at the rale prescribed in paragraph (cKI) or (c)(2) 
of this section on a loan made or acquired with the proceeds 
of a tax<«xempt obl^ation after the loan \s pledged or 
othen(vise transiferred in cortsideration of funds derived from 
sources other than a tax-exempt obligation and- 

(1) The prior tax-exompt obligation is retired; or 

(ii) The prior tax-exemp; obfigation is defeased by 
means of obfigations which the Authority certifies in writing to 
the Secretary bear a yield which does not exceed the yield 
permitted under 26 CFR 1 .103-14 with regardto investments 
of proceeds of a tax-exempt rehmdng obligation. 

(Authority: 20 U.S.C. 1082. 1087-1) 

Sea 682.303 Methods for computing interest benefits 
and special allowance. 

(a) General. The Secretary p^s a lender interest 
bef)efits and spedai allowance on eligible loans on a quar- 
terly basis. These caiendar quarters end on March 31 , June 
3C. September 30, and December 3 1 of each year. A lender 
may use either the average daily balance method or the 
actual accrual method to detennine the amount of interest 
benefits payable on its loans. A lender shall use the average 
daiy balance method to determine the balance on which the 
Secretary computes the amount of spedai allowance pay* 
able on its loans. 

(b) Average daily baiance method for interest bene- 
fits. (1) Under this method, the lender adds the unpaid 
prindpal balance outstanding on all loans quafifying for 
interest benefits at each actual interest rata for each (feiy of 
the quarter, and dhn'des the sum by the number of day s in the 
quarter. The resulting figure is the average daily balance for 
qualified loans outstanding at each actus! interest rate. 

(2) The lender computes the interest benefits due on 
all quafified loans at each actual interest rate by multiplying 
the average daHy balance thereof by ths actual interest rate, 
multiplying this result by the number of days in the quarter, 
and then divicftng this result by the actual number of days in 
the year or 365.25 days. A lender who chooses to divida by 
365.25 days must do so for four consecutive years. 

(c) Actual accnial method for interest benefits. (1) 
Under this method, the lender computes the total unpaid 
principal k>alance outstanding on ail qualified loans at each 
actual interest rate on each day of the quarter, multiplies this 
result by the actual interest tate, and divides this result by the 
actual number of days in the year or 365.25 days. A lender 
who chooses to divkie by 365.25 days must do so for four 
consecutive years. 



(2) The interest benefits due for a quarter is the sum 
of the daily interest benefits due, computed under paragraph 
(cKI) of this section, for each day of the quaiter. 

(d) Average daily balance method for spedai allow- 
ance. (1 ) To compute the average daily balance outstamfing 
for spedai allowance purposes, the Sender adds the unpaid 
principal balance outstanding on all qtiaKfied loans at each 
applicable interest rate for each day of the quarter and 
divides this sum l>y the number of days in the quarter. The 
resulting figure is the average daHy balance for the quarter. 

(2) The Secretary computes the spedai allowance 
payable to a lender based upon the average daHy balance 
computed by the lender imder paragraph (d)(1) of this 
section. 

(Authority: 20 U.S.a 1078. 1082. 1087-1) 

Sea 682.304 Procedure for payment of interest benefits 
arMl spedtl allowance. 

(a) General. (1) To recdve payments of interest 
t>enefits and spedai allowance, a lender must submit quar- 
teriy reports to the Secretary on a form provided or pre- 
scribed by the Secretary. 

(2) The Gecretay reduces the amount of interest 
t>enefits and spedai allowance payable to the lender by the 
amount of origination fees the lender was authorized to 
collect during the quarter under Sec. 682.202(c), whether or 
not the lender actually collected that amount The Secretary 
increases the anuMint of k)terest benefits and spedai allow- 
anr payal)(e to the lander by the amount of origination fees 
refunded to borrowers dtm'ng the quarter under Sea 
682.202(c). 

(3) The lender shall report, on the quarteriy report 
required by paragraph (aKI) of this section, the amount of 
origination fees it was authorized to cdlect, and the amount 
of those fees refunded to borrowers, during the quarter 
covered by the report 

(4) If a lender sells or otherwise transfers a loan within 
the calendarquarter in which the loan is disbursed, either the 
lender making the loan or the new holder may report the 
amount of the origination fee to the Secretary. In either case, 
the lender making the k>an and any subsequent hokler are 
jointly and severally Kable for paynient of the origination fee 
to the Secretary. 

(b) Penalty kiterest (1 )(i) If the Secretary does not p^ 
interest t>enefits or spedai allowance within 30 days after the 
Secretary receives an accurate, timely* and complete re- 
quest for payment from a lender, the Secretary pays the 
lender penal^ interest 

(ii) The payment of interest benefits or special allow- 
ance shall be deemed to occur, for purposes of this para- 
graph, when the Secretary- 

(A) Authorizes the Treasury Department to pay the 
lender: 

(B) Credits the payment due the lender againsta debt 
which the Secretary determines is owed the Secrete^ by the 
lender; or 
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(C) Authorizes the Treasury Department to pay the 
amount due the lender to another Federal agency for credit 
against a debt that the agency has determined is owed it by 
the lender. ' 

(2) Penalty interest is an amount that accrues daily on 
interest benefitsand spedal allowanc© due to the lender. The 
penalty interest is computed at the daily rate of the sum of- 

(i) The interest rate applicable to the eligible loans on 
which payment Is requested; and 

(ii) The spedal allowance rate on those loans com- 
puted under Sec. 682.302(c) for the quarter for which pay- 
ment is requested. 



of. 



(3) The Secretary pays penalty interest from the later 



(i) The 31st day after the final day of the quarter 
covered by the request for payment; or 

(il) The 31st day after the Secretary's receipt of an 
acoirate. timely, and complete request for payment from the 
lender. 

l4) Penalty interest contfnues to accrue through the 
cfay the Secretary pays the interest benefits and spedal 
allowance at issue, in accordance with paragraph {b)(1 )(ii) off 
this section. 

(5) A request for interest benefits and spedal allow- 
ance is considered timely only if it is received the Secre- 
tery within 90 days following the end of the quarter to which 
the request pertains. 

(6) A request for interest benefits and spedal aDow- 
ance is not considered accurate if it requests payments to 
which thelenderisnctentitfedundersecs. 682.300^ 303 
or includes loans that the Secretary has directed the tender 
in wnting to exdude from the request 

(Authority: 20 U.S.C. 1078, 1082, 1087-1) 

(Reporting and recorc&eeping requirements contained in 
paragraph (a)(3) were approved by the Office of Manage- 
ment and Budget under control number 1840-0538) 

Subpart D-Guarantee Agency Programs 

Source: 51 FR 40902, Nov. 10, 1986, unless otherwise 
noted. 

Sec 682.400 Agreemenlt between aauarantae agency 
and the Secretary. ' 

(a) The Secretary enters into agreements with a 
guarantee agency whose loan guarantee program meets the 
requirements of this subp^i The aoreements enable the 
guarantee agency to partidpate in the GSLP and the PLUS 
Program and to recewe the various payments and benefits 
inadent to that partidpalion. 

(b) There are five agreements: 

(1) Basic program agreement In order to partidpate 



in the GSLP and the PLUS Program a guarantee agency 
must have a basic program agreement Under this agree- 
ment- ' 

(0 Borrowers whose GSLP loans are guaranteed may 
quaHfy for interest benefits that are paid to the lender o n the 
borrower's behalf; 

(») Lenders under the guarantee agency program 
m^ receive spedalallowance payments from the Secretary, 
and have death, disability, and bankruptcy claims paid by the 
Secretary through the guarantee agency; and 

.(«0 The guarantee agency msy apply for the primary 
administrative cost allowance, and for the other agfeements 
described in this section. 

(2) Federal advances for claim payments agreement 
A guarantee agency must have a Federal advances for dawn 
payments agreement to receive and use Federal advances 
topaydebultdaJms. 

(3) Reinsurance agreement A guarantee agency 
must have a reinsurance agraement to receive reimburse- 
ment from the Secretary for at least 80 percent of its losses 
on default claims. 

(4) Supplemental reinsurance agreement A gu^an- 
tee agency must have a supplemental reinsurance agree- 
ment to receive reimbursement from the Secretary for up to 
100 percent of Its fosses on debult claims. 

(5) Secondary administrative cost allowance agree- 
ment A guarantee agency must have a secondary admwis- 
trative cost altewance agreement lo receive that allowance. 

(c) The Secretary's executfon of an agreement does 
not indicate acceptance of any current or past standards or 
procedures used by the agency. 

(d) All of the agreements are subject to subsequent 
changes in the Act or the regulations that apply to the GSLP 
or the PLUS Program. 

1087*1)^* 20 U.S.C. 1072, 1078-1, 1078-2. 1082, 1087, 

Sec. 682.401 Basic program agreement 

(a) In order to partidpate in the GSLP and the PLUS 
Program, a guarantee agency must enter into a basic agree- 
ment with the Secretary. 

(b) In the basic agreement, the guarantee agency 
must agree to ensure fiiat its loan guarantee program meets 
the following requirements at all times: 

(1) Aggregate tean limits. The aggregate guaranteed 
unpaid prindpal amount for all GSLP and PLUS Program 
foans made to a borrower may not exceed the amounts set 
forth in Sea 682.204 (b) and (d). 

(^Annual amounts, (i) The annual toan amount 
authonzed for an academic year must be at least $1 .000. but 
may notexceedtheamountssetforth in Sec. 68a204(a)and 



(ii) If the program guarantees foans to an eligible half- 



251 



10-21 



time student borrower or to a parent borrower on behalf of an 
efigible half-time student, the annual loanamountauthonzed 
for an academic year must be at least $500. 

(Ki) A guarantee agency may make the (oan anfK>unts 
authorized under paragraphs (b)(2)(i) and (a) of this section 
applicable for either- 

(A) A period that does not exceed 12 months; or 

(B) A period in which the student earns the amount of 
credit in the students program of study required by the 
studenTs school as the amount necessary for the student to 
advance in academic standing as normaSy nteasuredonan 
academic year basis (for example, from freshman to sopho- 
nHxe) or, in the case of schools usmg ciock hours, compte- 
tion of at least 900 dock hours. 

(tv) In no case miy the amount of the loan exceed the 
StudenTs estimated cost of attendance for the academic 
period for which the loan is intended, less estimated fmanctal 
assistance. 

(3) Duration of borrower efigibSity. (i) A student bor- 
rowing under the GSLP or the PLUS Program, and a parent 
borrowino on behalf of a student under the PLUS Program, 
must be e8gi>le to borrow for any year of the students study 
atapartidpating school; and 

(i) Loans must be available to or on behaJf of any 
student for at least six academic years of study or the 
equivalent 

(4) Bonower responsibilities, (i) The bonower shall 
promptly notify the lender of any change of name or address. 

(r) The borrower shall give to the lender, as part of the 
k>an appKcatbn process- 

(A) A staiiament, described in Sec 682.203, that the 
ban wis be used for the cost of the students attendance; 

(B) Infomiation that provides a basis for determining 
that the borrower is eligible for the loan; 

(C) Infonnatfon concerning the bonower's outstand- 
ing GSLP and PLUS Program loans, and, rf the bonx>wer is 
a parent, infomiation on the outstanding GSLP and PLUS 
Program foans made to or on behalf of the student; 

(D) A statement of the sources and amount of other 
financial as sistance frcm Federal. State, institutional or other 
scholarship, grant, work, or toan programs, that the student 
has received or expects to receive for the period of enroll- 
ment for whk:h the loan is intended; 

(E) A statement from the student authorizing the 
school to release information relevant to the students elig'h 
bOiiy to borrow or to have a parent borrow on the students 
behalf (e.g., the students enrollment status, finandal assist- 
ance, and employment records); and 

(F) Infomiation from the school that provides a basis 
for determining that the student qualifies as an eligible 
student and the maximum amount that may be borrowed by 
or on behalf of the student 

(5) Loan disbursement The guarantee agency shall 



require that a lender dsburse ban funds as required by Sec. 
662.207. 

(6) Insurance premiums, (i) The guarantee agency 
may charge the lender an insurance premium on each loan. 
The guarantee agency may use the proceeds of this charge 
only to guarantee foans and to cover costs incunred by the 
guarantee agenqf in the adminlstratfon of its foan guarantee 
program. The lender may deduct this charge from the bor- 
rower's loan proceeds. The guarantee agency may not use 
the proceeds of this charge to make incentive payments to 
lenders or to Increase yields to lenders. 

(ii) The amount of the insurance premium may not 
exceed one percent per year of the unpaid prindpal balance 
of the loan, exduding interest or other charges the lender 
may have added to the principal balance. 

(m) Thelendershan refund to thebonower, by a credt 
against the bonrower's foan balance, aK or a paiit of the 
insurance premium paxi by the bonower on a GSLP loan 
under the folfowing circumstances: 

(A) The premium, or the portion thereof attributable to 
aportfon of amultiplydisbursedloan, mustbe refunded if the 
foan check is returned uncashed to the lender. 

(B) Theprsmkimmustberefondediftheloanisrepaki 
bfull,ortheloancheckhasnotbeen cashed wrthb 120 d^s 
of disbursement, or the loan proceeds disbursed by elec- 
tronic funds transfer in accordance with Sec. 
66^207(b)(1)(ii)(B) have not been released from the re- 
stricted account msuntained by the school on or before that 
date. 

(C) If the insurance premium is charged for a period 
extendkig beyond one year after the borrower's antfoipated 
graduation date, the Insurance premium must be refunded to 
the borrower in accordance with paragraph (b}(6Kiv) of this 
section. 

ftv) (A) If a borrower graduates or withdraws from 
school before the ant'c^ted graduation date, the amount of 
any msurance premium on a GSLP loan attributable to the 
repayment period must be recomputed to take into account 
the dedining prindpal balance of the foan. Any refund due 
the bonmwer as a result of this computation must be treated 
as a prepayment of the insurance premium for a later perird, 
if a premium will be required for that period, or as a repayment 
of prindpal. 

(B) lfaborrowerdefaults,theamountofanyinsurance 
premium attributable to subsequent periods mustbecredlted 
first to accrued interest and thien to the prindpal balance of 
the foan. 

(C) If a borrower prepays the entire unpaki balance of 
the foan, the amount of any insurance premium attributable 
to a period folk)wing the date of prepayment by two or more 
years must be refunded to the borrower. 

(v) The insurance premium for a PLUS Program foan 
need not be refunded under any drcumstances. 

(7) Guarantee liability. The guarantee agency shall 
guarantee at teastdO percent of the unpaid prindpal balance 
of each loan guaranteed 
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(6) Guarantee agency administration. In the case of a 
Slate loan guarantee prograni administered by a State 
government, the program must bo administered by a single 
State agency, or by one or nwre private nonprofit institutions 
or organizations under the supervision of a single State 
agency. For tfKs purpose, "supervision- includes, but is not 
bmrted to. setting policies and procedures, and f»ving full 
responsibility for the operation of the program. 

(9) Loan assignment (i) The guarantee agency shaB 
allow a loan to be assigned only to- 

(A) An eligible lenden 

(B) The guarantee agency, in the case of a bonowers 
default, death, total and permanent disabflity. or filing of a 
banleuptcy petition; or 

(C) The Secretary. 

(u) For the purpose of this paragraph, "assigned" 
means any kind of trai^sfer of an interestin the loan, including 
a pledge of such an interest as security. 

(10) Standards and procedures, (i) The guarantee 
agency shall establish, disseminate to concemed parties, 
and enforce standards and procedures for- 

(A) Ensuring that all lenders in its program meet the 
definition of "eligible lender in section 435(g)(1) of the Act; 

(B) School and lender participation in its program; 

(C) Limitation, suspension, or termination of school 
and tender partjdpat»on; 

(D) The exerdse of due diHgence by lenders in mak- 
ing, servicing, and coffectiRg harts; and 

(E) The timely filing by tenders of default, death, 
disability, and bankruptcy daims. 

(11) The guarantee agency shall ensure that its pro- 
gram, and all participants in its program, at all times meet the 
rec^irements of Subparts B. C. D and F of this part 

( 1 1 ) The guarantee agency shall establish and foltow 
a system and procedures for monitoring the enrollment 
status of a student borrower that include, at a minimum- 

(i) Transmitting a student status confirmation request 
to the school for completion at least semi^nually; and 

(ii) Reporting to the cument hoWer of the loan, vwthin 
60 days of receipt of the completed request from the school, 
any change in the student's enrollment status that triggers- 

(A) The commencement of the borrower's grace pe- 
riod; or 

(B) The commencement or resumption of the bor- 
rower's immediate obligation to make scheduled payments. 

(1 2) The guarantee agency shall submit or require its 
ler^ders to submit, upon the Secretary's request, infbmiation 
the Secretary deems necessary for detemiining the amount 
of interest benefits and special alk>wance payable on the 
agency's guaranteed loans. 



(13) The guarantee agency shall require lenders to 
submit to the agency the infomiation necessary for the 
agency to complete the reports required Sec. BBZ4 14(b). 

(c) (1)The guarantee agen^ shall ensure thatit or an 
eligible lender described in sectwn 435(g)(1)(D) of the Act 
serves as a lender of last resort in its Stale. 

(2) The lender of last resort shall make c GSLP loan 
to any efigFole student who- 

(A) Qualifies for interest benefits, pursuant to Sec. 
682.301 for a k)an amount of at least $200; and 

(B) Has been othenwse unable after conscientious 
efforts to obtain a loan from another eligible lender for the 
same period of enroltment 

(3) The guarantee agency, or an eligible lender de- 
scnbed in Sea 435(g)(1)(D) of the Act may make a loan 
roqMired by this paragraph through an agreement with an 
eHgible tender. 

(d) (1) The guarantee agency shall submit to the 
Secretary its applk:atk>n fomis. promissory notes, and write- 
off criteria and procedures. The agency sha8 not use these 
materials until the Secretary approves them. 

(2) The guarantee'agency shall promptly submitto the 
Secretary its regulations, statements of procedures and 
standards, and other materials that substantially affect the 
operation of the agency's program whenever changes or 
new materials are proposed. Except as provkied k\ para- 
graph (d)(1) of this sectwn. the agency may use these 
materials unless and until the Secretary disapproves them. 

(3) The guarantee agency shall ensure that all pro- 
gram materials meet the requirements of Federal and State 
law. 

(Authority: 20 U.S.C. 1078. 1078-2. 1082) 

(Reporting and recordceeping requirements contained in 
paragraph {b)(4) were approved by the Office of Manage- 
ment and Buc^get under control number 18400538) 

S«^682.402Death,dlt«bnity,«ndbankruptcypayments. 

(a) General. (1) References in this section to death 
and disabflity daims relate only to toans made after Decem- 
ber 14. 1968. If a bontwer who received a toan covered by 
a reinsurance agreement prior to December 15. 1968. dies 
or becomes totally and permanentiy disabled, the Secretary 
reimburses the guarantee agency under the proviswns of 
Sea 68^404. 

(2) If a PLUS Program loan was obtained by two 
parents as co^nakers and only one of the borrowers dies, 
becomes totally and pennanentiy disabled, or has his or her 
toan obfigation discharged in bankruptcy, the other borrower 
reniains obligated to repay the loan. 

(3) The Secretary does not pay a death, disabifrty, or 
bankruptcy daimif adefaultdaim for the loan prevtousV has 
been d sapproved by the guarantee agency, or if the loan 
would not qualify either for payment of a default claim or for 
reinsurance paynwnts. 



253 



10-23 



(b) Death. (1) If an indvidual borrower d'les, the 
borrower's obligation to make any further payments of prin- 
dpai and interest on the loan is cancelled. 

(2) The lender may determine that a borrower has 
died on the baslsofadMh certificate orother proof of death 
that is acceptable under applicable State law. If a death 
certificate or other acceptable proof of death is not available, 
the borrowers obligation on the loan is cancelled only upon 
a determination by the guarantee agen^ on the basis of 
other evidence that the agency finds conclusive. 

(3) Once the lender has detanmined that the borrower 
has died, the lender may not attempt to collect on the loan 
from the borrower's estate or from any endorser. 

(4) The ierxier shall return to the sender any payments 
received from the estate or paid on behalf of the bonnower 
after the date of the borrower's death. 

(c) Total and permanent disabili^. (1) If the lender 
determines that an individual borrower is totally and perma- 
nentiy disabled, the borrower's obligation to make any further 
psQ^ments of principal and interest on the ban is cancelled 
A borrower is not considered totally and permanency dis- 
abled on the basis of acondition thate»sted before he or she 
appr.9d for the han, unless the borrower's oondltion has 
substantially deteriorated since he or she submitted the loan 
appfication, so as to render the borrower totally and perma- 
nently disabled. 

(2) After being notified by the borrower or the bor- 
rower's representative that the borrower claim s to be totally 
and pennanently disabled, the lender shall promptly request 
that the borrower or the borrower's representative obtain a 
certification from a physician who is a doctor of medidne or 
osteopathy and legally authorized to practice, on a form 
pro\^ded or approved by the Secretary, that the bon-ower is 
tota^V and permanently disabled. The lender shall continue 
coilecticYi u n til it receives the certification or receives a letter 
from a physician stating that the certificatk)n has been 
requested and that additional time is needed to determine if 
the borrower is totally and permanently disabled. After re- 
ceiving the physician's certification or letter, the lender may 
not attempt to collect from the borrower or any endorser. 

(3) After recei\nng the physician's certification de- 
scribed in paragraph (c)(2) of this section, the lender shall 
return any payments that it received from or on behalf of the 
borrower after the date the borrower or the bonx)wer's 
representative notified the lender of the borrower's daim 
described in paragraph (c)(2) of this section. 

(4) If the lender determines that a loan awed by a 
borrower who daims to be totally and pemianently dsabled 
Is not eligible for cancellation for that reason, or if the lender 
has not received the physkuan's certification, described in 
paragraph (c)(2) of this sectk3n. within 60 days of the receipt 
of the physician's letter described in paragraph (c)(2) of this 
section, the lender shall resume collection and shall be 
deemed to have exercised fort)earance of payment of both 
prindpal and interest from the date the lender received the 
physidan's fetter described in paragraph (c)(2) of this sec- 
tion , and may capitalize, in accordance with Sec. 682.202(b) . 
any interest payments forborne. 

(d) Bankruptcy. (1) If an individual ban-ewer's repay- 



ment obligation on a ban is discharged in bankruptcy, the 
Secretary assumes the bonder's liability for unpaid prind- 
pal and interest on the loan. 

(2) The lender shall determine that a bonrower has 
filed a bankruptcy petition on the basis of a notice of the first 
meeting of credtort received from the bankniptcy court. 

(3) Once a lender determines that a borrower has filed 
abankruptcy petition, the lendermaynotattempt to ooDect on 
the foan, except as required by paragraph (d}(4)(ii) of this 
section, and shall file a proof of daim with the bankruptcy 
courtwitiiin 30 days after the lender receives notice of the first 
meeting of creditors. 

(4) (0 If the loan has not been in repayment for at least 
five years (exdusive of any applicable suspension of the 
repayment period) on the date the lender receives notice of 
the first meeting of creditors, the lender shall hold the foan 
and promptiy inquire of the bankruptcy court whether a 
petition to have tf)e loan obKgation declared dischargeable in 
bankruptcy on grounds of undue hardship (hereinafter re- 
ferred to as a "hardship petition") has been filed by the 
borrower. 

(ii) If the lenderdetermines, based on its hquiry under 
paragraph (d)(4}(i) of this section, that the borrower has not 
filed a hardship petition, the lender shall continue to hold tfie 
loan, and not attempt collection, until tfie bankruptcy action 
is conduded. Thereafter, the lender shall treat tfie foan as if 
tfie lender had exercised forbearance as to repayment of 
prindpal and interest from tfie date of tfie borrower's filing of 
tfie bankruptcy petition until the date the lender is notified that 
tfie bankruptcy action is conduded. 

(iir) The lender shall file a bankruptcy claim on the foan 
with tfieguarantee agency, in accordance with paragraph (e) 
of tfiis section, if- 

(A) The bon-ower has filed a petition for relief under 
Chapter 13 of tfie Bankruptcy Code; 

(B) The loan has been in repaymentfor more tfian five 
years (exdusive of any applicable suspension of tfie repay- 
ment period); or 

(C) The foan has been in repayment for less tfian 5 
years (exdusive of any applicable suspension of tfie repay- 
ment period) and tfie lender determines tfiat tfie borrower 
has filed a hardship petition. 

(e) Claim procedures for a loan held by a lender-(1) 
Documentation. A lender shall provkie tfie guarantee agency 
with tfie folfowing documentation when filing a death, disabil- 
ity, or bankruptcy daim: 

(i) The original promissory note. 

(ii) The loan application. 

(iii) In tfie case of a deatfi claim, those documents that 
formed tfie basis for tfie determination of deatfi. 

(iv) In tfie case of a disability claim, a copy of the 
certification of disability described in paragraph (c)(2) c: iiis 
section. 

(V) In tfie case of a bankruptcy claim- 




(A) Evidence that a bankruptcy petition has been filed, 
wntten evidence of the lender's efforts to determine If the 
borrower filed a hardship petition, an assignment to the 
guarantee agency of the lender's proof of claim, and all 
pertinent documents sent to or received from the bankruptcy 
court by the lender; and 

(B) A statement of any facts of which the lender Is 
aware that may fomi the basis for an objection or exception 
to the discharge of the borrowers toan obligation in bank- 
ruptcy, and all documents supporting those facts. 

(2) Filing deadlines. As a condition for obtaining 
payment, a lender shall comply with the following require- 
ments for filing death, dsabilfty. and bankruptcy daims: 

(I) A lendermustfile a death or disability claim with the 
guarantee agency within 60 days after the lender detemilnes 
that a borrower has died or Is totally and permanently 
disabled, in accordance with the procedures in paragraphs 
(b) and (c) of this section. 

(fi) A lender must file a bankruptcy daim with the 
guarantee agency* 

(A) Within 30 days after the lender receives notice of 
the first meeting of creditors in a borrower's bankruptcy 
proceeding, if the tean has been in repayment for more than 
5 years (exdusive of any applicable suspension of the 
repayment period); 

(B) Within 30 days after thelenderdetemiines thatthe 
bonDwer has filed a hardship petition, if the tean has been in 
repayment for less than 5 years (exdusive of any applicable 
suspension of the repayment period); or 

(C) Within 30 days after receiving notice of the first 
meeting of creditors. If the borrower files a petition for relief 
under Chapter 13 of the Bankruptcy Code. 

(f) Payment of death, dsability. and bankruptcy daims 
by the guarantee agency-(l) General. After detemiining that 
a death, disability, or bankruptcy daim Is valid, th e guarantee 
agency shall pay the lender the amount of loss In accordance 
with this paragraph. 

(2) Amount of loss to be paid on a claim. (I) The 
amount of loss to be paid on a death, disability, or bankruptcy 
claim Is equal to the unpaid balance of prindpal and interest 
in accordance with paragraph (f)(3) of this section. 

(il) The unpaid balance of principal may Include Inter- 
est capitalized In accordance witii Sec. 682.202(b). 

(3) Payment of Interest. If the guarantee covers un- 
paid Interest, the payment of an approved daim covers the 
unpaid Interest that accrues during the following periods: 

(i) During the period before tiie claim is filed, not to 
exceed tfie period provided for In paragraph (e)(2) of this 
section for filing the claim. 

(II) During a period not to exceed 30 days followng the 
return of the daim to the lender by the guarantee agency for 
additional documentation necessary for the claim to be 
approved by the guarantee agency. 



(lil) During the perbd required by theguarantee agency 
to approve the daim and to authorize payment 

(g) Treatment of loans acquired by the guarantee 
agency through the payment of bankruptcy darnis to lend- 
ers.(1) After payment of a bankruptcy claim to a lender, the 
guarantee agency shall diligentiy contest the discharge of 
the loan by the bankruptcy court. Once the dschargeabillty 
of the k>an has been dedded in a bankruptcy action, the 
guarantee agency shall- 

(i) Submit the bankruptcy daim to the Secretary for 
reimbursement. If the toan is discharged; or 

(li) Treat the loan as if forbearance had been exer- 
dsed as to repayment of principal and interest from the date 
of filing of th e bankruptcy petitwn until th e date the cou rt heki 
the k>an to be non-dlschargeable. If the court so held, and 
either- 

(A) Require the lender that filed the daim to repur- 
chase the k>an; or 



loan. 



(B) Pemilt another eligible lender to purchase the 



(2) In the case of a claim submitted under paragraph 
(g)(1)(i) of this section, the Secretary pays the guarantee 
agency the amount of loss that the guarantee agency paid 
the lender on the bankruptcy claim, plus Interest that accrues 
through the earlier of- 

(I) The date the Secretary authorizes payment to the 
guarantee agency; or 

(ii) Sixty days after the date of discharge. 

(h) Claim procedures for loans held by a guarantee 
agency. (1) The Secretary pays a death, dsability. or bank- 
ruptcy daim on a loan held by a guarantee agency after the 
agency has paid a default daim to the lender thereon only 
under the following drcumstances: 

(i) The guarantee agency detennlnes that the bor- 
rower has died, became totally and pemianently disabled 
since applying for the loan, or had the loan obligation ds- 
charged In bankruptcy, in accordance with the procedures 
set forth in paragraphs (b) through (d) of this section. For 
purposes of this paragraph, references to the lender" in 
paragraphs (b) through (d) of this section mean the guaran- 
tee agency. 

(II)(A) In the case of a PLUS Program loan, when the 
guarantee agency detemiines the bonower (or each of the 
co^nakers) has ded. became totally and permanentfy ds- 
abled since applying for the loan, or had the repayment 
obligation discharged In bankruptcy, within 10 years of the 
date the loan was made, exclusive of periodo of deferment or 
periods of forbearance granted by the lender that extended 
the 10-year mr-ximum repayment period; or 

(B) In the case of a GSLP loan, when the guarantee 
agency detennlnes the borrower has died, became totally 
and pemianentiy disabled since applying for the loan, or had 
the loan discharged In bankruptcy, within 15 years of the date 
the loan was made, exdusive of periods of defennent or 
periods of forbearance granted by the lender that extended 
the 15-year maximum repayment period; 
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(ill) The guarantee agency has not written off the loan 
as uncollectible in accordance with the procedures estab- 
lished by the agency pursuant to Sec. 682.4 10(b)(4)(x): and 

(Iv) The guarantee agency has exercised due dili- 
gence in the collection of the loan, in accordance with the 
procedures established by the agency pursuant to Sec. 
682.410(b)(4), until the borrower (or each of the co-makers) 
died, became totally and permanentiy disabled, or had the 
ban discharged in bankruptcy. 

(2)(i) The Secretary pays the guarantee agency a 
percentage of the outstanding principal and interest that is 
equal to the comptemetit of the reinsurance percentage paid 
on the loan. Interest includes interest that accrues during the 
lesser of- 

(A) The period from the date the guarantee agency 
deterr.ines that the borrower (or each of the co-makers) 
died, became totally and permanently disabled, or had the 
tean discharged in bankruptcy, until the Secretary authorizes 
payment; or 

(B) Sixty days. 

(ii) In addition, the Secretary pays the guarantee 
agency for any unpaid interest that the agency paid as pa t 
of the default daim and for which the agency was not 
previously reimbursed by the Secretary. 

(i) Payments. If the guarantee agency receives any 
payments from or on behalf of the borrower on a ban on 
which the Secretary previously paid a bankruptcy claim, the 
guarantee agency shall remit 100 percentof these payments 
to the Secretary. 

(j) Suspension of repayment. For purposes of this 
section, the tenn "applicable suspension of the repayment 
period* means any period of time during which the lender did 
not require the borrower to make payments (e.g.. periods of 
deferment or forbearance). 

(Authority: 20 U.S.C. 1078-2. 1082. 1087) 

(Reporting and recordkeeping requirements contained in 
paragraph (e)(1) were approved by the Office of Manage- 
ment and Bucket under control number 1840-0538) 

Sec. 682.403 Federal advances for claim payments. 

(a) The Secretary makes an advance to a guarantee 
agencythathasa reinsurance agreement. The advance may 
be used only to pay guarantee claims. The Secretary makes 
an advance to- 

(1) A State guarantee agency: or 

(2) One or more private nonprofit guarantee agencies 
In a State if. during a fiscal year- 

(i) The State does not have a guarantee agency 
program; 

(ii) The Secretary consults the chief executive officer 
of the State and finds it unlikely that the State will have a 
program for that year; and 



(iii) Each private nonprofit guarantee agency- 

(A) Agrees to establish at least one office in the State 
with sufficient staff to handle written ar\i telephone inquiries 
from students, eligible lenders, and other persons in the 
State; 

(B) Agrees to encouragu inaximum oommerciallender 
participation within the State, and to conduct periodic visits to 
at least the major lenders within the State; 

(C) Agrees that the benefit of its ban guarantees will 
not be denied to stucnnts because of their choice of schools 
or lack of need; and 

(D) Certifies that it is not an eligible educational 
institution, and thatitdoes nothave substantial afTiliation with 
any eligible educational institution. 

(b) A guarantee agency must apply in order to receive 
an initial advance. 

(c) (1) An advance may bo made to a new guarantee 
agency for each of five consecutive calendar years. A new 
agency is an agency that entered into a basic agreement on 
or after October 1 2. 1 976, or that was not actively carrying on 
a ban guarantee program on or before October 12, 1976. 

(2) (i) A guarantee agency may request that the initial 
advance be made on a specified date. The Secretary pays 
subsequent advances on the same date of four succeeding 
years that the initial advance was made. 

(ii) An r^itional advance may be made to a private 
nonprofit guaremtee agency only if the agency continues to 
qualify under paragraph (a) of this section. 

(d) The Secretary makes an advance on terms and 
conditions specified in a Federal advances for claim pay- 
ments agreement between the Secretary and the guarantee 
agency. 

(e) In the case of a private nonprofitguarantee agency, 
the "outstanding Insurance obligatioct,' refen^d to in section 
422(c)(4) of the Act, is determined separately for each State 
for which the agency has received an advance under this 
section. 

(Authority: 20 U.S.C. 1072. 1082) 

Sec. 682.404 Federal reinsurance agreement. 

(a) (1) The Secretary may enter Into a reinsurance 
agreement with a guarantee agency that ha%» a basic pro- 
gram agreement Under a reinsurance agreement, the 
Secretary reimburses the guarantee agency for 80 percent of 
its losses on default daim payments to lenders. This agree- 
ment is a prerequisite for the supplemental reinsurance 
agreement, under which the Secretary reimburses the guar- 
antee agency for up to 100 percent of those losses. 

(2) For the purpose of this section and Sec. 682.405. 
losses" means- 

(i) The amount of unpaid principal and accrued inter- 
est the agency pays on a default claim filed by a lender on a 
reinsured loan, minus payments made by. or on behalf of. the 
bOiTower after the lender's claim is paid and before the 



Secretary reimburses the agency; and 

(ii) An amou nt , not to exceed the lesser of $1 00 or tv^-o 
percent of the amount of unpaid principal the agency pays on 
a default claim, expended by the agency for the administra- 
tive costs of supplemental preclaim assistance for default 
prevention as defined In section 428(c)(S) of the Act, to the 
extent the agency has not been reimbursed for those costs 
under paragraph (e)(2)(li) of this section or Sec. 682.407. 

(3) (i) Death and dsability claims on loans made prior 
to December 15, 1968, are covered by the reinsurance 
agreement The guarantee agency Is not required to attempt 
to collect the loan from the borrower or the bon'ower's estate 
after the borrower dies or becomes totally and pemianently 
disabled. ' 

(ii) Death and disability daims on leans made after 
December 14, 1968, are not covered by the reinsurance 
agreement Bankruptcy daims also are not covered. The 
Secretary's payments on these death, disability, and bank- 
ruptcy claims are addressed in Sec. 682.402. 

(4) A guartmtee agency's loss on a loan that was 
outstanding when a reinsurance agreementwas executed is 
covered by the reinsurance agreement only If the default on 
the loan occurs after the effective date of the agreement 

(b) In deciding whether to enter into or extend a 
reinsurance agreement, or, if an agreement has been termi- 
nated, whether to enter into a new agreemont, the Secretary 
considers the adequacy of- 

(1 ) Efforts by the guarantee agency and the lenders to 
which it provides guarantees to collect outstanding loans; 

(2) Efforts by the guarantee agency to make GSLP 
and PLUS Program loans available to all eligible bon-owers- 
and 

(3) Other relevant aspects of the guarantee agoncy's 
program operations. 

(c) The reinsurance agreement contains temis and 
conditions that the Secretary finds necessary to promote the 
purposes of the GSLP and the PLUS Program and to protect 
the United States from unreasonable risks of loss. 

(d) A reinsurance agreement provides that payments 
made to a guarantee agency by a borrower must first be 
applied to the payment of all accrued interest, then to 
repayment of principal, then to payment of the agency's 
administrative costs of supplemental predaims assistance 
for default prevention, and then to paymentof other charges. 

(0) (1 ) If a bon-ower makes payments on a loan after 
the Secretary has paid a reinsurance claim on that loan, the 
agency shall pay to the Secretary Jhe Secretary's equitable 
share of those payments, 

(2) For the purpose of this section and Sec. 682.405, 
"the Secretary's equitable share* means that portion of 
bonower payments, attributable to principal, interest and 
administrative costs of supplemental predaims assistance 
tor default prevention, which remains after the agency has 
deducted- 

(1) An amount equal to the complement of the reinsur- 



ance percentage which was in effect when the reinsurance 
paynrwnt was made by the Secretary; and 

(ii) An amount, not exceeding 30 percent of borrower 
paynwnts, expended by the agency for the administrative 
costs of collection of toans. the administrative costs of 
preclaims assistance for default prevention, the administra- 
tive costs of supplemental predaims assistance for default 
prevention, and the administrative costs of monitoring the 
enrollment status of students and repayment status of bor- 
rowers, to the extent the agency has not been reimbursed for 
these costs under paragraph (a)(2) of this section or Sec. 
682.407. 

(3) (l) The temis •administrative costs of collection of 
toans," •administrative costs of predaims assistance for de- 
fault prevention," and "administrative costs of supplemental 
preclaims assistance for default prevention," as used In tills 
paragraph, are defined In section 428(c)(6) of the Act The 
temi "administrative costs of monitoring the enrollment status 
of students and repayment status of bonx)wer8," as used In 
this paragraph, has the same meaning as "administrative 
costs of monitoring the enrollment and repayment status of 
students." as defined In section 428(c)(6) of the Act, except 
tiiat the reference to repayment status, In cases where the 
borrower Is a parent, refers to that of the parent borrower. 

(ii) The temi "overhead costs" used In those defini- 
tions Indudes space and utilities costs. 

(4) Unless tiie Secretary approves otiienvlse. die 
guarantee agency shall pay to the Secretary the Secretary's 
equitable share of borrower payments witfiin 60 days of its 
receipt of tiie payments. 

(5) If a guarantee agency, in detemiining the Secre- 
tary's equitable share of borrower payments, includes as an 
administrative cost a portion of the price of an asset It buys 
and- 

(i) If tiie agency subsequentiy sells that asset, the 
agency shall promptiy repay to the Secretary a percentage of 
the sate proceeds equal to the percentage of the original 
purchase price of the asset paid by the Secretary; or 

(il) If the agency subsequently converts the asset to a 
use unrelated to its GSLP or PLUS loan guarantee program, 
the agency shall promptly repay to the Secretary a percent- 
age of the fair market value of the asset equal to the 
percentage of the original purchase price of the assetpaid by 
the Secretary. 

(Autfiority: 20 U.S.C. 1078, 1078-2, 1082) 

Sec 682,405 Supplemental Federal reinsurance. 

(a) (1) The Secretary may enter Into a supplemental 
reinsurance agreement witfi a guarantee agency tiiat has a 
reinsurance agreement and that meets the requirements of 
tills section. Under a supplemental reinsurance agreement, 

tiie Secretary reimburses tiie guarantee agency forupto 100 
percent of its losses, witii tiie following exceptions: 

(i) When the total of reinsurance claims paid by the 
Secretary to a guarantee agency during any fiscal year 
reaches five percent of tiie amount of loans in repayment at 
tiie end of tiie preceding fiscal year, the Secretary's reinsur- 
ance payment on a default daim subsequently paki by tiie 
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guarantee agency during that fiscal year equals 90 percent 
of its losses. 

(11) When the total of reinsurance claims paid by the 
Seaetary to a guarantee agency during any fiscal year 
reaches nine percent of the amount of loans in repayment at 
the end of the preceding fiscal year, the Secretary*s reinsur* 
aiKe payment on a default daim subsequenlV paid by the 
guarantee agency during that fiscal year is 80 percent of its 
losses. 

(2) For purposes of this paragraph, the total of reinsu r- 
ance claims paid by the Secretary to a guarantee agency 
during any fiscal year does not include amounts paid on 
claims by the guarantee agency- 

(i) On loans considered in default under Sec. 
682.412(f); or 

(ii) Under a policy established by the agency that is 
consistent with Sec. 682.509(a)(1). 

(3) Notwithstanding paragraph (a)(1) of this section, 
for a guarantee agency that entered into a basic program 
agreement under section 428(b) of the Act after September 
30, 1976, or was not actively carrying on a loan guarantee 
program covered by a basic program agreement on October 
1, 1976, the Secretary pays 100 percent of its losses under 
a supplem ental reinsurance agreem ent during five consecu- 
tive fiscal years beginning with the first year of its operation. 
The Secretary monitors programs of this type and, if an 
agency does not prudently administer its program, the Sec- 
retary may determine that it does not continue to qualify for 
this exception. 

(b) For purposes of this section- 

(1) "Amount of loans in repayment** means the original 
principal amount of all loans guaranteed by the agency 
minus- 

(1) The original principal amount of loans on which- 

(A) The borrower has not yet reached the repayment 
period; 

(B) Payment in full by the borrower has been made; or 

(C) The bon-ower was in defemient status at the time 
repayment was scheduled to begin, and remains in defer- 
ment status; and 

(ii) The amount paid by the agency for guarantee 
claims on loans, exclusive of claims paid- 

(A) On loans considered in default under Sec. 
682.412(f); or 

(B) Under a policy established by the agency that is 
consistent with Sec. 682.509(a)(1). 

(2) "Losses'* is defined in Sec. 682.404(a). 

(3) "The Secretary's equitable share" is defined in 
Sec. 682.404(e). 

(c) (1) If a guarantee agency enters into a supplemen- 
tal reinsurance agreement for both the GSLP and the PLUS 



Program, the agency must Include Its loans under both 
programs in calculating the Secretary's reinsurance pay- 
ment percentage and the anwunt of loans In repayment 

(2) If a guarantee agency that has a reinsurance 
agreement for PLUS loans and GSLP loans under Sec. 
682.404 enters Into a supplemental reinsurance agreement 
for one, but not both, of the programs, the guarantee agency 
must maintain separate records for each program sufficient 
to enable the Secretary to detemilne- 

(i) The reinsurance percentage payable by the Secre- 
tary on reinsurance claims filed by the agency under each 
program; and 

(ii) The Socretafy's equitable share of borrower pay- 
ments, as defined in Sec. 682.404(e), received after pay- 
ment by the Secretary of reinsurance claims under each 
program. 

(d) (1) The supplemental reinsurance agreement re- 
quires that- 

(1) The agency shall ensure that the program require- 
ments of paragraph (e) of this section are continuously met; 

(ii) An agreement may be renewed only If the agency's 
program complies with all the temis of the agreement and all 
pertinent provisions of the Act and applicable regulations; 
and 

(iii) Before the Secretary pays a supplemental reinsur- 
ance daim, the guarantee agency must submit to the Secre- 
tary the quarterly report required by the Secretary for the 
previous quarter ending September 30, containing complete 
and accurate data, in order for the Secretary to calculate the 
antount of loans in repayment at the end of the preceding 
fiscal year. 

(2) A supplemental reinsurance agreement may 
contain other requirements that the Secretary finds neces- 
sary. 

(e) (1) GSLP loan maximums, (i) The maximum an- 
nual amount of a GSLP loan that a guarantee agency 
guarantees for an eligible student who is carrying at least a 
half-time workload for an academic year or its equivalent 
must be the maximum loan amount specified in Sec. 
682.204(a). 

(ii) The maximum aggregate unpaid principal amount 
of GSLP loans that a guarantee agency guarantees for an 
eligible student must be the maximum amounts specified in 
Sec. 682.204(b). 

(2) PLUS Program loan maximums, (i) The maximum 
annual amount, attributable to one or more PLUS Program 
loanSi that the agency guarantees for or on behalf of an 
eligible student who is carrying at least a half-time workload 
for an academic year or its equivalent, must be- 

(A) The maximum loan amounts spedfied in Sec. 
682.204(c)(1) and (2); and 

(B) At least $2,500 but not more than $3,000, in the 
case of a parent borrower on behalf of each eligible student 

(ii) The maximum aggregate unpaid principal, attnbut- 
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abfe to PLUS Program loans, that the agency guarantees for 
or on behalf of an eligible student must be- 

(A) The amounts specified In Sec. 68^204(d) (1) and 
(2); and 

(B) At least $1 2,500 but not more than $1 5.000. in the 
case of a parent borrower on behalf of each eligible student 

(3) Guarantee liability. The guarantee agency shall 
guarantee 100 percent of the unpaid principal of each loan 
guaranteed. 

(4) School eligibility. Except In the case of correspon- 
dence schools, a guarantee agency's eliglbjllty criteria for the 
participation of schools In its program may not be more 
stringent than those for the FISLP and the Federal PLUS 
program. However, the agency m ay exclude a school from Its 
program If- 

(i) The school's eHgibility Is limited, suspended, or 
temiinated by the Secretary under 34 CFR Part 668, or by the 
agency under standards and procedures approved by the 
Secretary; or 

(ii) There is a State constitutional prohibition affecting 
the school's eligibility. 

(5) School lender provisions. (I) The agency shall 
provide that a school may be a lender in its program under 
reasonable criteria unless- 

(A) The school's lending eligibility has been limited, 
suspended, or temiinated by the Secretary under Sec. 
682.608 or Subpart G of this part, or by the agency under 
standards and procedures approved by the Secretary; or 

(B) There is a State constitutional prohibition affecting 
the school's lendi.ng eligibility. 

(11) The agency may not guarantee a loan made by a 
school lender that is not located In the geographic area that 
the agency serves. 

(6) CXit-of-State schools. The agency shall guarantee 
GSLP or PLUS loans for eligible borrowers who are legal 
residents of the State where the agency operates, but who 
attend participating schools out of the State, or. In the case 
of parent bon-owers, are legal residents of the State where 
the agency operates, but are borrowing on behalf of students 
attending participating schools out of the State. In guarantee- 
ing tfiese loans, the agency must not Impose any restrictions 
not applicable to bonwers who are legal residents of the 
State attending in-State schools, or to parent bonx>wers who 
are legal residents of the Stato and are bonowing for stu- 
dents attending in*State schools. 

(Authority: 20 U.S.C. 1078, 1078-1, 1078-2, 1082) 

Sec. 682»406 Conditions of reinsurance coverage. 

(a) The Secretary makes a reinsurance payment on a 
loan to a guarantee agency only if- 

(1) The lender exercised due diligence in making, 
disbursing and servicing the loan, as prescribed by mles of 
the agency; 



(2) (i)TheIoancheckwascashedwithln 120daysafier 
disbursement; or 

(ii) The loan proceeds disbursed by electronic funds 
transfer in accordance with Sec. 682.207(b)(1)(ii)(B) have 
not been released from the restricted account maintained by 
the school on or before that date. 

(3) The lender exercised due diligence in collecting 
the loan through collection efforts meeting the requirements 
of Sec. 68^411; 

(4) The ioan was in default before the agency paid a 
default dalm filed thereon; 

(5) The Sender filed a doteult dalm thereon with the 
guarantee agency within 90 days of default; 

(6) The lender satisfied all conditions of guarantee 
coverage set by the agency unless the agency reinstated 
g uarantee coverage on the loan, following the lender's Mm 
to satisV such a condition, pursuant to polides and proce- 
dures established by the agency; 

(7) The agency paid a detault dalm filed by the lender 
thereon with the agency within 90 days of the date the lender 
filed the daim; 

(8) The agency submitted a request for the payment 
no eariier than 90 days fbllowinc default, on a form required 
by the Secretary; and 

(9) The agency and lender complied with all other 
Federal requirements with respect to the lom. 

(b) Notwithstanding paragraph (a) of this section, the 
Secretary may waive his right to refuse to make a reinsur- 
ance payment when. In the Secretary's Judgment, the best 
interests of the United States so require. 

(Autfiority: 20 U.S.C. 1078. 1078-1, 1078-2. 1082) 

Sec. 682*407 Administrative cost aIiov;ances for 
guarantee agtndee. 

(a) (1) The Secretary pays to a guarantee agency 
having a basic program agreement a primary administrative 
cost allowance and. to an agency having a reinsurance 
agreement, a secondary administrative cost allowance. 

(2) Payments of allowances under this section to a 
guarantee agency for any fiscal year, for each administrative 
cost alk>wanoe, equal one-half of one percent of the total 
prindpal amount of loans guaranteed by the-agency during 
that fiscal year. 

(b) (1) The giiarantee agency must submit an applica- 
tion for each allowance to the Secretary by January 1 of tf)e 
fiscal year for which it is requesting the allowance. 

(2) In addition to other information and assurances 
that tfie Secretary may reasonably require, tfie application 
must contaln- 

(i) Infonnation showing the agency's ability to ^Ilect 
loans and provide preclaim assistance to its lenders. Indud- 
ing descriptions of staff size and activities In these areas; 
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(ii) An estimate of the costs that will be efigibte for 
payinents under this section; 

(ill) Assurances that suffident administrativo and fis- 
cal procedures, Inciuding an independentaudit. conducted m 
accordance with Sec. 68Z410(b)(1), wilt be used to ensure 
that administrative cost allowances are used in accordance 
with the provisions of this section; 

(h^) A report of the most recent audit, conducted in 
accordance with Sec. 68Z410(b)(1). submitted in a fomiat 
satisfactory to the Secretary; 

(V) Assurances that th e guarantee agency will furnish 
any further infonnation, including estimates, that the Secre- 
tary may reasonably require to carry outthe provistens of this 
section; 

(vi) For the primary allowance only, an estimate of the 
total amount of new loan volume expected to be guaranteed 
during the fiscal year; and 

(vTi) For the secondary allowance only, assurances 
that the agency's program- 

(A) Meets and will continue to meet alt the require- 
ments contained in Sec. 682.405(e) for a supplemental 
reinsurance agreement; 

(8) Guarantees GSLP or PLUS loans for eligible 
students who are not legal residents of the State where the 
agency operates, but who attend participating schools in the 
State, other than con^spondence schools, without imposing 
any restrictions not imposed on legal residents of the State 
who attend schools in the State other than correspondence 
schools, and 

(C) Guarantees PLUS loans to parent borrowers who 
are not legal residents of the Stale where the agency oper- 
ates, butwho are borrowing for students attending participat- 
ing schools in the State, other than correspondence schools, 
without Imposing nny restrictions not imposed on residents of 
the State who borrow for students attending schools in the 
State, other than con^spondence schools. 

(4) The Secretary's payment of the secondary allow- 
ance establishes an agreement between the Secretary and 
the guarantee agency with respect to the assurances con- 
tained in the application. 

(c)(1 ) A guarantee agency may use the administrative - 
cost allowances only to me*:! administrative costs related to 
the GSLP and the PLUS Program. 

(2) A guarantee agency may not use the administra- 
tive cost allowances to meet costs- 

(i) Taken into account by the agency under the for- 
mula for determining the "Secretary's equitable share" of 
borrower pg ymenls made after the Secretary has paid rein- 
surance claims to the agency under Sec. 682.404(0); or 

(5) For which the agency has been, or will be, reim- 
bursed from a source other than the payment provided by this 
section. 

(3) If a guarantee agency uses the allowances paid 
under this section to pay for a portion of the price of an asset 



itbuysand- 

(1) If the agency subsequently sells that asset, the 
agency shaK promptly repay to the Secretary a percentage of 
the sale proceeds equal to the percentage of the original 
purchase price of the asset paki for vwth the allowances; or 

(Ii) If the agency subsequently converts the asset to a 
use unrelated to ht GSLP or PLUS loan guarantee program, 
the agency shall promptly repay to the Secretary a percent- 
age of the fair market value of the asset equal to the 
percentage of the original purchase price of the asset paid for 
with the allowances. 

(Authority: 20 U.S.C. 1078, 1078-1, 1078-2, 1082) 

(Reporting and recordkeeping requirements contained in 
paragraph (b)(2) were approved by the Office of Manage- 
ment and Bu'^et under control number 1840O538) 

Sec 682.408 GSLP loan dlabursement through a 
guarantee agency escrow agent 

(a) General. (1) A guarantee agency may act as an 
escrow agent for the purpose of receiving GSLP loan pro* 
ceeds disbursed by an eligible lender, other than a school or 
State lender, and transmitting those proceeds to borrowers, 
if the lender and guarantee agency have entered into an 
agreement for this purpose. 

(2) In its capacity as escrow agent, the guarantee 
agency may- 

(i) Commingle the proceeds of the GSLP loans paid to 
it pursuant to an escrow agreement; 

(ii) Invest the GSLP loan proceeds only in obligalions 
of the Federal Government or ot>ligations that are insured or 
guaranteed by the Federal Government; and 

(iii) Retain foritsown use interest or other earnings on 
those investments. 

(b) Disbursement by the lender. Subject to Sec. 
682.207(b)(1)(iii). the lender may disburse the loan proceeds 
to the escrow agent using any method agreed to by the 
escrow agent and the lender. 

(c) Transmittal of loan proceeds to a school by the 
escrow agent The escrow agent shall transmit loan pro- 
ceeds received from a lender under this section to the school 
in accordance with the requirements of Sec. 682.207(b)(1) 
(ii) and (iv) no later than 30 days after receipt of the funds from 
the lender. 

(d) Retum of untransmltted proceeds. The escrow 
agentshall retum any untransmltted proceeds ofa loan to the 
lender within 1 5 working days after learning that the student 
has not enrolled, or has ceased to be enrolled, on at least a 
half-time basis for the period of enrollment forwhich the loan 
was intended. 

(Authority: 20 U.S.C. 1078. 1082) 

Sec. 682.409 Mandatory aaslgnment by guarantee 
agendas of defaulted loans to the Secretary. 

(a) When the Secretary detamiines that such action is 
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necessary to protect the Federal fiscal interest, the Secretary 
may direct a guarantee agency to assign to the Secretary for 
collection a defaulted loan on which the Seaetary has made 
a payment under Sec. 632.404 or Sec. 682.405. In making 
this determination, the Secretary considers ail relevant infor- 
mation available to the Secretary, mdudng any information 
and documentation submitted by the guaranteo agency. 

(b) (1) When a guarantee agency assigns a defaulted 
loan to the Secretary under this section, the agency releases 
all rights and title to that loan. The Seaetary does not pay the 
guarantee agency any compensation for a loan assigned 
under this section. 

(2) The agency does not share in any amounts re- 
ceived by the Secretary on a loan assigned under this 
section, regardless of the reinsurance percentage paid on 
the loan or the agency's previous collection costs. 

(c) (1) A guarantee agency shall assign a loan to the 
Secretary under this section at such time, in such a manner, 
and with such documentation as the Secretary may require. 

(2) The documents that the assignor agency shall 
submit with a loan include, but are not limited to- 

(i) The loan application; 

(ii) The promissory note; and 

(iii) The payment and collection histories for the loan. 

(3) The guarantee agency shall execute an assign- 
ment to the United States of America of all right, title, and 
interest in the promisso^ note evidencing a loan assigned 
under this section. 

(d) Assignment of a loan does not affect calculation of 
any default rate under this part However, the Secretary 
accounts. In calculations of relevant default rates, for any 
ccilor.Jons achieved by the Seaetary on loans assigned by 
an agency. 

(Authority: 20 U.S.C. 1078, 1078-2, 1082) 

(Reporting and recordkeeping requirements contained in 
paragraph (c) were approved by the Office of Management 
and Budget under control number 1840-0538) 

Sec. 682.410 Fiscal, admlnlstratlvo, and enforcement 
requirements. 

(a) Fiscal requirements. A guarantee agency shall 
establish, at a minimum, the following fiscal procedures: 

(1) The guarantee agency shall establish and main- 
tain a reserve fund to which the guarantee agency shall 
credit- 

(1) Federal advances obtained under, and matching 
funds required by, section 422(a) of the Act; 

(ii) Funds appropriated by a State for ihe agency's 
loan guarantee program; 

(Hi) Federal advances obtained under Sec. 682.403: 

(Iv) Funds received by the guarantee agency as ksan 



insurance premiums; 

(V) Administrative cost allowances received by the 
guarantee agency under Sec. 682.407; 

(vi) Funds received by the guarantee agency for the 
agency's loan guarantee program from gift, grant, or other 
sources; 

(vii) Funds collected on defaulted k)ans; 

(viii) Death, disability, bankruptcy, and reinsurance 
payments receh^ed from the Secretary; and 

(ix) Funds earned from investments under paragraph 
(a)(5) of this section. 

(2) Except as provided in paragraphs (a)(3] and (a)(4) 
of this section, a guarantee agency may use tfie assets of the 
reserve fund established under paragraph (a)(1) of this 
section only to- 

(i) Guarantee loans under the guarantee agency's 
loan guarantee program; 

(ii) Pay default claims; 

(iii) Pay death, disability, and bankruptcy daims; 

(iv) Refund overpayments of insurance premiums; 

(V) Pay to the Secretary the Secretary's equitable 
share of borrower payments; and 

(vi) Repay advances made hy the Secretary. 

(3) Except as provkjed in paragraph (a)(4) - f this 
section, a guarantee agency may also use k)an insurance 
premium s, administrative cost allowances, interest or invest- 
ment earnings, and funds desaibed in paragraph (a)(1 )(vi) of 
this section for payments necessary for the proper adnini- 
stration of the guarantee agency's loan guarantt > program. 

(4) (i) The guarantee agency may use the amount of 
Federal advances identified in paragraph (a)(1)(iii) of this 
section, and interest or other eamings on those advances, 
only to pay default daims. 

(ii^ The guarantee agency shall account separately for 
the funds described in paragraph (a)(4)(i) of this sectior?. 

(5) The guarantee agency may invest the assets of the 
reserve fund described in paragraph (a)(1) of this sedwn 
only in low-risk securities, such as obligations issued or 
guaranteed by the United States or a State, and shall 
exerdse the level of care in that investment required of a 
fidudary charged with the duty of investing the money of 
others. 

(6) If the guarantee agency uses loan insurance 
promiums or funds earned from investments under para- 
graph (a)(5) of this section to buy an asset and- 

(i) If the agency subsequentiy sells that asset, the 
agency shall promptiy deposit into the reserve fund de- 
scribed in paragraph(a)(1) of this section apercentageofthe 
sale proceeds equal to the percentage of the original pur- 
chase price of the asset paid with the insurance preoiiums 
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and investment earnings; or 

(h) If the agency subsequently converts the asset to a 
use unrelated to its QSLF or PLUS loan guarantee program, 
the agency shall promptly deposit into the resen/e fund 
described in paragraph (a)(1 ) of this section a percentage of 
the fair market value of the asset equal to the percentage of 
the original purchase price paid with the insurance premiums 
or investment earnings. 

(b) Administrative requirements. A guarantee agency 
shall establish, at a minimum, the following administrative 
procedures: 

(1) The guarantee agency shall arrange for an inde- 
pendeift biennial financial and complianoe audit of the 
agenc/s guaranteed loan program that meeu each of the 
following requirements: 

(i) The audit must examine the agency's compliance 
with the Act, applicable regulations, and agreements entered 
into under this part 

(li) The audit must examine the agency's finandal 
management of 'tis loan guarantee program. 

(ii) The aud t must be conducted in accordance with 
the general standards and the standards tor finandal and 
compriance audits of the Unitod States General Accountmg 
Office's (QAO) Standards for Audit of Governmental Organi- 
zations, Programs, Activities and Functions. Procedures for 
auditt are contained in audit guides devefoped by, and 
available from, the Office of the Inspector General of the 
Department These audit guides do not impose any require- 
ments beyond these imposed under applicable statutes and 
regulations, and GAO's Standards. 

Cn^) The audit must be conducted not less frequently 
th3n once every two years, and must be submitted to the 
Sec^tary within six months of the end of theauditperiod The 
first audit must cover the agency's activities for a period 
beginning no laterthan the effective date of this requirement 
Each subsequent audit must cover the agency's actfvittes for 
aperiod beginning no later than the end of the period covered 
by the preceding audit 

(v) With regard to a guarantee agency that is an 
agency of a State government, an audit conducted in accor- 
dance with 31 U.S.C. 7502 satisfies the requirements of this 
paragraph for the period covered by the audit 

(2) The guarantee agency shall charge interest on the 
amountfor which the Secretary has paid a reinsurance claim 
to the guarantee agency, at a rate that is the greater of- 

(i) The rate established by the temis of the original 
promissory note; or 

(ii) The rate provided for by State law. 

(3) The guarantee agency shall promptly report to all 
national credit bureaus- 

(i) The date ot default; 

(ii) Information concerning collection of the loan, in- 
cluding the repsyment status of the loan; and 



(iii) The date the loan is folly repaid by or on behalf of 
the borrower or discharged by reason of the borrower's 
death, bankruptcy or total end pennanent disability. 

(4)(i) The guarantee agency shall engage in at least 
the collection efforts described in paragraphs (b)(4) (iii) 
through (ix) of this section on a foan on which it pays a default 
claim filed by a lender. 

(fi)(A) The periods of tome set forth in paragraphs 
(b)(4) (iii) through (vii) of this section refer to the number of 
days that elapse from the date the agen<y pays a defoult 
claim on a loan or. in the case of aborrower whom the agency 
locates through the use of sidp tradng under paragraph 
(b)(4)()di) of this section, the number of dc^s that elapse from 
the d ^ ^ the agency obtains the bonrc^ver's correct address. 
Referances to the "bonrower* include all endorsers on a loan. 

(B) Upon receipt of a payment from a borrower, the 
agency is not required to follow the specific collection efforts 
descn*bed in paragraphs (bK4) (m) through (vfi). but sh^ 
difigently attempt to collect the foan for 60 deys following 
receipt of the payment If no subsequent payments are 
received during the GO^y period, the agen^ shaK resume 
its use of the collection efforts described in this paragrsf>h 
(b)(4), treating the firstday after the end of the GOday period 
as the first day of the period described in paragraph (bK4)(iv) 
of this sectfon. 

(Pi) One-45 days: During this period, the agency 

shall- 

(A) Send a written notice to the borrower stating that 
the agency has paid a defoult claim filed by the lender on the 
foan, and has taken assignment of the foan. In addition, the 
notice mustforoefoSy demand that the borrower immediately 
commence repayment o^ the loan, and must infomi the 
borrower that the agency wai report the default to all naticMial 
crecf.t bureaus, thereby damaging the borrower's credit rat- 
ing, may institute a cM suit against the borrower to compel 
repayment of the loan, and ma^ refer the debt to the Depart- 
ment for collection of^t against Federal income tax 
refunds due the borrower; and 

(B) Diligentiy attempt to contact the bonower by 
telephone to demand repayment of tfie foan. 

(iv) Forty-six-90 days: During this period the agency 

shall- 

(A) Diligently attempt to contact the borrower by 
telephone to demand repayment of the loan; and 

(B) SerKJ a written notice to the borrower demanding 
that the bon-ower immediately commence repayment of the 
foan. and informing tfie bonower that the default has been 
reported to a crecfit bureau and that the borrower's credit 
rating has thereby been damaged. 

(V) Ninety-one-135 days: During this period, the 
agency shall- 

(A) Diligentiy attempt to contact the bonower by 
telephone to demand re| iyment of the loan; and 

(B) Send one additional collection letter at least as 
forcefolas the notice described in paragraph (b)(4)(lii)(A) of 
this section. 
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(vi) One hundred thirty-six-180 days: During this pe- 
riod, the agency shall send a written notice to the borrower 
forcefully demanding repayment in full on the loan, and 
indicating that it is the final notice the borrower will receive 
before the agency may institute a civil suit to compel repay- 
ment of theloan: 

(vii) One hundred eighty-one~225 days: During this 
period, but not sooner than 30 d^s after sending the notice 
described in paragraph (b)(4)(vi) of this section, the agency 
shall Institute a dvil suit against the borrower for repayment 
of the loan, unless the agency determines, and documents in 
the borrower's file, that- 

(A) The cost of litigation would exceed the likely 
recovery if litigation were commenced; or 

(B) The borrcwer does not have the means to satisfy 
a judgment on the debt, or a substan^ portion thereof. 

(viiiXA) If the agency does not institute a dvil suit 
against the borrower for repayment of the loan as a result of 
a detennination made pursuant to paragraph (b)(4){vii)(B} of 
this section, the agency shall conduct dfigent semi-annual 
inquiries to determine If the borrower has since acquired the 
means to satisfy a judgment on the debt, or a substantial 
portion thereof. 

(B) If the agency determines that the borrower has 
acquired the means to oe^siy a ^dgment on the debt, or a 
substantial portion thereof, and that the cost of litigation 
would not exceed the likely recovery if Ktigalton were com- 
menced, then if subsequent collection efforts are not suc- 
cessful, the agency shaK. no later than 60 days after the 
determination, institute a dvil suit against the borrower for 
repayment of the k>an. 

(C) Determinatwns made pursuant to this paragraph 
must be documented In the borrower's file. 

(ix) (A) The agency shall diRgently attempt to enforce 
a judgment obtained against a borrower respecting a foan. If. 
after doing so. the agency is unable to obtain full satisfaction 
of tiie judgment because the borrower lacks ttie means to 
pay. the ^ency shall concfcjct diligent semi-annual inquiries 
to detemiine if the borrower has since acquired the means to 
satisfy tiie remainder of the judgment 

(B) If tfie agency determines tiiat tiie borrower has 
acquired the means to satisfy tiie remainder of the judgment, 
the agency shall, not later that 60 days tiiereafter, notify the 
borrower in writing of its intention to resume enforcement 
efforts on tiiejudgmentunless tfie borrower makes payment 
in full on all outstanding amounts. 

(C) If tiie borrower does not make payment in full 
within 30 days of the date tiie agency sends tfie notice 
described in tiie preceding paragraph, the agency shall, 
within 30 days tiiereafter. instinrte dvil proceedings to en- 
force the remainder of tiie judgment. 

(x) The agency may discontinue conducting tiie semi- 
annual inquiries conceming a borrower's means required by 
paragraphs (b)(4) (viii) and (ix) of tills section onfy in accor- 
dance with writG^ofif criteria and procedures approved by the 
Secretary. 
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(xi) Not witfistancfing paragraphs (b)(4) (vS) through 
(x). the agency shall file a d\nl suit against the borrower for 
repayment of the toan, or to enforce a judgment obtained 
tiiereon. prior to the date on whk:h the appKcable statute of 
limitations elapses unless tfie agency- 

(A) Determines, and documents in the borrower's file, 
tiiat the cost of litigation wouM exceed tiie likefy recovery if 
litigation were commenced; or 

(B) Has previously written off the debt in accordance 
with write-off criteria and procedures approved by the Secre- 
tary. 

(xu) Not later tiian 10 days after its receipt of informa- 
tion indk^ating tiiat itdoes not know the borrower's current 
address, or the 60th day after its payment of a dafeutt claim 
on a k>an. whk^hever is later, the agency shal dH^jenlfy 
attempttolocalethe borrower til rough the useoffi^lavaiiyble 
sWp-tradng technkiues, induding. but not limited to. my 
skip-tradng assistance available from tiie Internal Revenue 
Senrice. credit bureaus, and State motor vehide daf»rt- 
ments. 

(c) Enforcement requirements. A guarantee agency 
shall take sudi measures, and establish such controls, as 
are necessary to ensure its vigorous enforcement of al 
Fecieral. State, and guarantee agency rsquirements appli- 
cable to its loan guarantee program. tncludu>g. at a minimum, 
the folfowing: 

(1) Conducting comprehensive biennial on-site pro- 
gram reviews of at feast- 

(i) Each partk:^'ng lenderwhose foan vdume guar- 
anteed by the agency In tiie precedng year- 

(A) Equaled or exceeded two percent of the total of aB 
foans guaranteed In that year by tiie agency: or 

(B) Was one of tiie ten largest omong lenders v^se 
foans were guaranteed in that year by the agency: 

(0) Each partfdpatingschodwhosestudents received, 
or benefitted from, loans guaranteed by tfie agency in tiie 
preceding year, tfie total amount of whfoh- 

(A) Ec^aled or exceeded two percent of the total of all 
foans guaranteed in the prececing year by the agency: or 

(B) Was one of tfie ten largest among schools whoso 
students received or benefitted from foans guaranteed in that 
year by tfie agency and. 

(iii) Each partidpating school focated in a State for 
which theguaranteeagencyis the prindpalguaranteeagency 
tiiat has a fiscal year default rate, as defined in 34 CFR 
668.15. for either of the two immed^tefy preceding fiscal 
years, as defined In Sec. 668.15. tfrnt exceeds 20 percent, 
unless the school is under a mandate from the Secretary 
under 34 CFR 668.15 to take spedfic default reduction 
measures, or if tiie total cfollar amount of loans entering 
repayment in each fiscal year on which tfie default rate over 
20 percent is based does not exceed $100,000. 

(2) Seeking prompt repayment of all funds found in 
tfiose reviews to have been improperiy retained by tfie 
partidpants. and monitoring the implementation by partid- 
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pants of correcttve actions required by the agency as a resuU 
of those reviews. 

(3) Adopting procedures for kientifying fraudulent 
loan app&catlons. 

(4) Undertaking, or arranging with State or local law 
enforcement agendes for. the prompt and thorough investi- 
gation of an allegations and mdcations of criminal or other 
programmatio misconduct, including violations of Federal 
law or regulations, by its program participants. 

(5) Promptly reporting all of theallegations and indka- 
lions having a substantial basts in fact, and the scope, 
progress, and results of the agency's investigations thereof, 
to the Secretary . 

(6) Referring appropriale cases to State or local 
authorities for criminal prosecution or civil litigation. 

(7) Cooperating with aS prs^vam reviews, invesl^a- 
tions, and audits conducted by the secretary relating to the 
agenc/s loan guarantee program. 

(Authority: 20 U.S.C. 1078, 1078-1, 1082, 1094, 1097) 

Sec 682.411 Due dUlgence by lenders In the collection of 
guarantee agency loans. 

(a) In the event of definquency on a loan guaranteed 
byaguarantee agency, the lenderchallengage in atleast the 
collection efforts descfa)ed m paragr aphs (c) through (h) of 
this section. 

(b) For purposes of tfiis section, delinquency on a loan 
begins on the first day after the due date of tfie first missed 
payment not later made, or 30 days after the day the lender 
discovers that the bonower iias entered the repayment 
period, whichever is later. If a payment is made late, the first 
day of delinquency is the day after the due date of tfie ne^:: 
missed payment not later made. 

(c) One-30 days delinquent During this period, tfie 
lender shall send at least two written notices or collection 
letters to the borrower informing tfie borrower of tf)e deBn- 
quencyand urging the borrower to make payments sufficient 
to eCminate the definquency. 

(d) Thirty-one-€Odays delinquent During tfiis period, 
the lender shall maf.e dir^ent efforts to con lact tfie borrower 
by telephone. If tf)e lender is unable, despite tfiose efforts, to 
reach tf»e borrower by telephone, tfie lender shall send at 
least two forceful collection letters to tfie borrower urging tfie 
borrower to cure tfie delinquency. The letters shall also warn 
tfie borrower that, if tfie definquency is not cured, tfie lender 
will assign tfie loan to tfie guarantee agency, which in turn v/ill 
report tfie default tL a credit bureau, thereby damaging the 
bonoweTs credit rating, and may bring suit against tfie 
bonower to compel repayment of tfie loan. 

(e) Sixty-one~150daysdefinquent: During each tfiirty- 
day period comprising tfiis period, tfie lender shall again 
make df^ent efforts to contact tfie borrower by telephone. 
During each ttiirty-day period, if tfie lender is unable, despite 
tfiose efforts, to reach tfie borrower by telephone, tfie lender 
shall send at least one more collection letter no less forceful 
tfian tfiose described in paragraph (d) of this section. 



(f) One hundred fifty-one-1 80 days delinquent Dur- 
ing tfiis period, tfie lender shaH send a final demand letter to 
tfie bonower. unless tfie bonower's address is unknown, re- 
quiring repayment of tfie loan in full and notifying tfie bor- 
rower tfiat a default wi8 be reported to all national credit 
bureaus. The lender shall allow tfie borrower at least 30 days 
to respond to tfie final demand letter and to ma^^ payments 
suffident to bring tfie foan out of defouh before filing a default 
daim on tfie foan or reporting tfiat default to a credt bureau. 

(g) WItfiln 1 0 days of its receipt of tnfomiation indk^- 
Ing it does not know tfie bonower's cwent address, tfie 
lender shall diligently attempt to locate tfie borrower, tfireugh 
tfie use of normal commercial skv>-tradng techniques. These 
efforts shall indude. but not be limited to. contacting tfie 
endorser, relatives, references, and any otfier kidviduals 
and entities ktontified in tfie borrower's toan fUe. 

(h) If tfie agency tfiat guaranteed tfie loan offers 
predaims assistance, tfie lender shaS request tfiat assis- 
tance witfiki 10 days of tfie dato tfiat assistance is fffst 
available from tfie agency, and shall, not later tfian 30 days 
after sending tfiat request unless tfie loan has been brou^t 
current prior to that tfiirtietfi day, notify tfie school for atten- 
danoeatwhich tfie loan was made of tfie request by providing 
tfie schod witfi a copy of tfiat request, or by otfier means. 

(NOTE PER JUNE 5, 1969 FEDERAL REGISTER: 
Section 682.411 (h) applies only toatoan for whkrfiarequest 
for predaims assistance is made on or after December 4, 
1989. Also, if a lender hokis more tfian one foan made to a 
spedfic borrower, and tfiose teans were acqdred by tfie 
lender prior to tfiat date, tfie requirements of 68Z41 1(h) are 
satisfied as to aB of tfiose requirements as to at least one of 
tfiose foans.] 

(Autfiodly:20 U.S.C. 1078, 1078-1, 1082, 1087-1) 

(Approved by tfie Office of Management and Budget under 
control number 1840-0538) 

Sea 682.412 Consequences of the failure of a borrower 
or student to establish eligibility. 

(a) The lender shall immediately sc,^ a final demand 
tetter to tfie borrower, as required by Sec. 682.41 1 (g). when 
it learns tfiat tfie borrower or, if applicable, tfie student on 
whose behalf a parent has bonowed- 

( 1 ) Did not qualify for all or a portfon of a foan made 
under this part; or 

(2) Has received a GSLP loan subject to payment of 
Federal interest benefits as provided under Sec. 68^301, 
but is in fact ineligibte for some or all of tfiose interest benefits. 

(b) The lender shall neitfier bill tfie Secretery nor oe 
entilted to interest benefits on a toan after it learns tfiat one 
of tfie conditions depcribed in paragraph (a) of tfiis section 
OMsts witfi respect to tfie foan. 

(c) In tfie final demand letter, transmitted under para- 
graph (a) of tfiis section, tfie lender shall demand tfiat. witfiin 
30 days, tfie borrower repay in fuB tfie prindpal amou nt of tiie 
ineligible portion of tfie foan. accrued interest tfiereon. and all 
interest benefits paki by tfie Secretary tfiereon. 

(d) If tfie bonower repays tfie amounts descn'bed in 
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paragraph (c) of this section within the 30*day period, the 
lender shall, on its next quarterly interest billing submitted 
under Sec 68^^04. refund to the Secretary the interest 
benefits repaid by the borrower, and all other interest benefits 
previously billed to the Secretary on the inel^ible portion of 
the loan. 

(e) If the borrower repays to the lender the prmdpal 
amount of the Ineligible portion of the loan, the lender shall 
treat that payment as a prepaynient on the loan. 

(0 If a bonower fails to comply with the terms of a final 
demand letter described in paragraph (a) of this section, the 
ban shaQ be con»dered in defoult The lender shall, on its 
nextquaderiy interest requestsubmittedunderSec. 682.304. 
refund the interest p^d on the ineligible portion of the loan by 
theSecretary»and the lender shall fiieadafaultdaimthereon 
with the guarantee agency for the entire unpaid balance of 
principal and accrued unpaid Interest within the time speci- 
fied in Sea 682.406(a)(4). 

(Authority: 20 U.S.C. 1077. 1078. 1078-2. 1082) 

(Reporting and recordkeeping requirements contained in 
paragraph (c) were approved by the Office of Management 
and Budget under control number 1840^538) 

Saa 682.413 Remedial actions. 

(a) The Secretary requires a lender to repay interest 
benefits and spedal allowance on a loan guaranteed by a 
guarantee agency- 

( 1 ) For any period beginning on the date of a failure by 
the lender, with respect to the loan, to comply with any of the 
requrrements set forth in Sec. 68a406(a)(1) through (a)(5) 
and (a)(d); 

(2) For any period beginning on the date of the 
lender's failure, with respect to the loan, to meet a condition 
of guarantee coverage establishedby the guarantee agency, 
to the date, if any. on which the guarantee agency reinstated 
the guarantee coverage pursuant to poJides and procedures 
established by the agency; 

(3) For any period as to which the lender, with respect 
to the loan, violates the requirements of Subpart C of this 
part; and 

(4) For any period beginning on the day after the 
Secretary's obligation to pay special allowance en the loan 
tenminates under Sec. 682.302(d), 

(b) The Secretary requires a guarantee agency to 
repay reinsurance payments on a ban- 

(1) If tho lender or the agency failed to meet the 
requirements of Sec. 68^406(3); or 

(2) If the agency failed to exerdse due diligence in 
collection of the loan in accordance with procedures estab- 
lished under Sec. 682.410(b)(4). 

(c) In addition to requiring tepayment of reinsurance 
payments pursuant to paragraph (b) of this section, the 
Seaetary may take one or more of the following remedial 
actions against a guarantee agency that makes an incom- 
plete or incoH'ect statement in connection with any agree- 



ment entered into under this part, or violates any applicabb 
Federal requirement: 

(1 ) Require the repayment by the agency of payments 
made to the agency. 

(2) Withhokl payments to the agency. 

(3) Limit the terms and conditions of the agenc/s 
continued partidpation in the GSLP or PLUS Program. 

(4) Suspendorterminate agreements with the agency. 

(5) Require rep^ment from the agency of any related 
payments which the Secretary has become obligated to 
make to others. 

(d) The Secretary's dedsbn to reqwre repayment of 
funds by a lender or agency, to withhoW funds from an 
agency, or to limit, suspend, or termLiate an agency's GSLP 
or PLUS Program partidpation. does not become final until 
the Secretary provkies the bnder or agency with written 
notice of the intended actbn and an opportunity to be heard 
thereon. However* the Secretary may withhob payments 
from an agency or suspend an agreemert with an agency 
prior to giving notbe and an opportunity t^ be heard if the 
Secretary finds that emergency action necessary to prevent 
std)stantial harm to Federal interests. 

(e) Notwithstanding paragraphs (a) through (d) of this 
section, the Secretary may waive the right to require repay- 
ment of funds by a lender or agency if. in the Secretary's 
judgment, the best interests of the United States so require. 

(f) Once final, the Secretary's dedsbn \o require 
repayment of fund^ or to take other remedial action against 
alenderorguarantec agency under this section is condusive 
and binding on the tender or agency. (Note: A dedsbn by the 
Secretary under this se(^ is subject to judidal review 
under 5 U.S.C. 706 and 41 U.S.C. 321-322.) 

(Authority: 20 U.S.C. 1078. 1078-1, 1078-2. 1082. 1087-1, 
1097) 

Sec. 682.414 Records, reports, and Inspection 
requirements for guarantee agency programs. 

(a) Records. (1) A gtnrantee agency shall keep the 
records required by this sectbn and such other records as 
are necessary to document fully the accuracy of reports 
required by this subpart and the right of the agency to receive 
or retain payments made by the Secretary under this part 

(2) The guarantee agency shall retain records for 
each ban for at least five years after the loan is pakJ in full or 
has been detenmined to be uncoltectable in accordance with 
the agency's wnleoff procadures. For the purposes of this 
section, the tenm "paki in full" indudes loans pakJ by the 
Secretary on account of the borrower's death or pennanent 
and total disability, or discharge of the loan in bankmptcy. 

(3) (i) The guarantee agency shall require a partidpat- 
ing lender to keep complete and accurate records of each 
ban that it holds, induding but not limited to the records 
described in paragraph (a)(3)(ii) of this sectbn. The records 
must be organized in such a way as to permit ready identifi- 
cation of the cun^nt status of each loan. 
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(H) The fender shall keep- 
(A) The ioan application; 

(C) The original promissory note, including the repay- 
ment instruments, until the loan is fully repaid, after which a 
copy is required; 

(C) The repayment schedule; 

(D) A record of each disbursement of loan proceeds; 

(E) Notices of changes in a borrower's address and 
status as at least a half-time student; 

(F) Evidence of the borrower's el^ibility for a defer- 
ment; 

(G) The documents required for the exerdse of for- 
bearance; 

(H) Documentation of the assignment of the loan; 

(I) A payment history showing the date and amount of 
each payment received from or on behalf of the borrower, 
and the amount of each payment which was attributed to 
prindpal and to Interest; 

(J) A collection history, showing the date and subject 
of each communication between the lender and the borrower 
or endorser relating to collection of a delinquent loan, each 
communication between the lender and a credrt bureau 
regarding the loan, each effort to locate a borrower whose 
address was unknown at any time and each request by the 
lender for proclaims assistance on the loan; and 

(K) Any additional records that are necessary to 
documenlthe validity of a daim against the guarantee or the 
accuracy of reports submitted under thif part 

(iii) A lender shall retain the records required for each 
toan for not less than five years following the date the toan is 
repaid in full by the bon-ower or the lender is reimbursed on 
a daim. However, in particular cases the Secretary or the 
guarantee agency may require the retention of records 
beyond this minimum period 

(4)(i) A guarantee agency or lender may store the 
records spedfied in paragraphs (a)(3)(n)(C) through (K) of 
this section on microfilm or in computer format. 

(ii) A tenderer guarantee agency hdcf ng a promissory 
note shall retain the original note until the loan is paid in full 
or assigned to the Secretary. When a loan is paid in full by the 
borrower, the tender or guarantee agency shall either retum 
the original note to the borrower or notify the bonower, under 
a procedu.'B that is alternatively acceptabte understate law, 
that the loan is paid in full, and retain a copy for the prescribed 
period. 

(iii) Either the tender or the guarantee agency shall 
retain the original foan application or a copy. 

(b) Reports. A guarantee agency shall submit to the 
Secretary the following reports: 

(1) A report conceming the status of the agency's 
reserve fund and the operation of the agency's loan guaran- 



tee program, at such time and in the manner that the 
Seaetary may reasonably require. The Secretary does not 
pay the agency amounts that are dependent upon data 
contained in the report until a comptete and accurate report 
is received. 

(2) Annually, for each State in which it operates, a 
report of the total guaranteed loan volume, default volume, 
ar)d default rate for each of the following categories of 
originating tenders on all loans guaranteed after December 
31, 1980: 

(i) Schods. 

(H) State or private nonprofit tenders. 

(ai) Commeroal finandal institutions (banks, savings 
and loan associations, and credit unions). 

Civ) AS other types of lenders. 

(3) For a guarantee agency with a supplemental 
reinsurance agreement, by July 1 of each year, a report on- 

(i) its eligibility criteria for schod tenders; 

(ii) Its procedures for the Rmitation, suspension, and 
temiination of schools and lenders; 

(iii) A list of all schods that applied for tender eligibility 
in the preceding 12 months and a summary of the action 
taken on those applications; 

fw) A list of all schod tenders partidpating in the 
agency's program; 

(V) A description of any actions taken in the preceding 
1 2 months to Bmit, suspend, or terminate the partidpation of 
a school or tender in the agents program; and 

(vi) The steps the agency has taken to ensure its 
compliance with Sea 682.410(c) (2) through (6), induding 
the identity of any law enforcement agency with vrfiich the 
agency has made arrangements for that purpose. 

(4) Any other infonnation conceming the toan insur- 
ance program, at such frequency as detemiined by the 
Secretary. 

(c) Inspectfon requirements. (1) A guarantee agency 
shall give the Secretary or the Secretar/s designee access 
to its records in order to verify the correctness of the reports 
described in paragraph (b) of this section, or the r^ht of the 
agency to receive or retain psyments made by the Secretary 
under this part 

(2) A guarantee agency shall require in its agreement 
wtii a tender, or in its published rules or procedures, that the 
tender, or its agent, give the Seaetary or the Secretary's 
designee and the guarantee agency access to tfie tender's 
records in order to verify the accuracy of the infomiation 
provkJed by the lender pursuant to Sec. 682.40 1 (b) ( 1 2) and 
( 1 3), and the right of the lender to recdve or retain payments 
made under this part 

(Authority: 20 U.S.C. 1078, 1078-1, 1076-2, 1082, 1087-1) 
(Reporting and recordkeeping requirements contained in 
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paragraphs (aK3) and (b)(2) were approved by the Office of 
Management and Budget under control number 1 84M538) 

Subpart E-Fetferal Insured Student Loan 
Program and Federal PLUS Program 

Source: 51 FR 40913. Nov. 10. 1966. unless otherwise 
noted. 

Sea 68^500 Cfrcumstanees under which loans may be 
guaranteed by the Secreury. 

(a) The Secretary may guarantee all- 

(1) RSLP and Federal PLUS Program loans made by 
fenders located in a State In which no State or private 
nonprofit guarante agency has in effect an agreement with 
the Secrebiy under Sec. 66^40l to serve as guarantor in 
that State; 

(2) Federal PLUS Program loans made by Senders In 
a State In which a State or prfvate nonprofit guarantee 
agency has in effect an agreement with the Secretary under 
Sec 682.401 butdoes not provide a loan guarantee program 
for PLUS borrowers; and 

(3) FISLP loans made by lenders located In a State In 
which a guarantee agency program is operating but is not 
reasonably accessible to students who meet the agency's 
residency requrements. 

(b) The Secretary may guarantee FISLP loans made 
by a lender located in a State where a guarantee agency 
operates a program that is reasonably accessible to students 
who meet the residency requirements of that program only 
for- 

(1) A student who does not meet the agency's resi- 
denqf requirements; 

(2) A fender who is not able to obtain a guarantee from 
the guarantee agency for at least 80 percent of the loans the 
lender intends to make over a 12*month penod because of 
the agenqr's residency requirements; 

(3) With the approval of the guarantee agency, a 
student who has previously received from tne same lender a 
RSLP loan that has not been repaid; or 

(4) All stude;its at a school located in the State, if the 
Seaetary finds that- 

(i) No single guarantee agency program is reasonably 
accessible to students at that school, as compared to stu- 
dents at other schools during a comparable period of time; 
and 

(ii) Guaranteeing loans made in the State to students 
attending that school would signlficantfy increase the access 
of students at thct school to GSU* loans. The Secretary may 
guarantee loans made to those students by a lender in that 
State if- 

(A) The guarantee agency does not recognize the 
school as being eligible, but the school is eligible under the 
FISLP; or 



(B) A majority of the persons enrolled at the school 
meet the conditions of student eligibility for FISLP loans, but 
are not recognized as eligible urKler the guarantee agency 
program. 

(c) For purposes of paragraph (b) of this section, a 
lender Is considered to be located in the same State as a 
school If the lender- 

(1) Has a relationship with the school such that the 
school will be considered to have originated loans made to 
studentr at that school; 

(2) Has amajorityof its voting stockheld by the school; 

or 

(3) Has common ownership or management with the 
school and more than 50 percent of the loans made by that 
lender are made to students at that schooL 

(d) As a condition for guaranteeing loans under the 
RSLP. the Secretary may require the lender to submit 
evidence of circumstances that would justify loan guarantees 
under the provisions of this section. 

(e) With regard to a school lender which has entered 
into an agreement with the Secretary under Sec. 68a601, 
the Secretary denies loan guarantees on the basis of this 
section only if the Secretary first detennines that aH efigible 
students at that school who make a conscientious effort to 
obtain a loan from another lender will find a loan to be 
reasonably available. For purposes of this paragraph, the 
determination of loan availabHity is based on studies and 
surveys which the Secretary considers satisfactory. 

(Authority: 20 U.S.C. 1071, 1073, 1078-2, 1082) 

Sea 682.501 Extent of Federal guarantee under the 
RSLP and the Federal PLUS Program. 

(a) General. Except as provided in paragraph (b) of 
this section, the Secretary's guarantee liability on any FISLP 
loan or Federal PLUS Program loan is 100 percent of the 
uripaid prindpal balance and. to the extent penmitted under 
Sea 68Z512, accmed interest 

(b) Special provisions IdrState lenders. (1) Except as 
described in paragraph (b)(2) of this section, the Secretary's 
guarantee tiabilrt/ Is less than 1 00 percent under the follow- 
ing conditions: 

(i) When the total of default claims under the FISLP 
and the Federal PLUS Program paid by the Secretary to a 
State lender during any fiscal year reaches five percent of the 
amount of the FISLP and Federal PLUS Program loans in 
repayment at the end of the pnacedng fiscal year, the 
Secretary's guarantee liability on a daim subsequently paid 
during that fiscal year Is 90 percent of the amount of the 
unpaid principal balance plus accnied interest 

(ii) When the total of default daims under the FISLP 
and the Federal PLUS Program paid by the Secretary to a 
State fender during any fiscal year reaches nine percent of 
the amount of the FISLP and Federal PLUS Program loans 
In repayment at the end of the preceding fiscal year, the 
Secretary's guarantee liability on a daim subsequently paid 
during that fiscal year Is 80 percent of the amount of the 
unpaid prindpal balance plus accrued interest 
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(iii) For purposes of this paragraph, the total default 
daims paid by the Secretary during any fiscal year does not 
Include paid daim s fifed by the lender under the provisions of 
Sec, 682.208(d) or Sec. 682.509. 

(2) The potentiat reduction in guarantee liability does 
not apply to a State lender during the first Federal fiscal year 
of its operation as a lender under either the FISLP or the 
Federal PLUS Program, and during each of the four suc- 
ceeding fiscal years. 

(3) For the purposes of this section, the term 'amount 
of the FISLP and Federal PLUS Program loans in repay- 
menr means the original principal amount of all FISLP and 
Federal PLUS Program loans guaranteed by the Secretary 
less* 

(I) The original principal amount of loans on which- 

(A) Under the FISLP, the borrower has notyet reached 
the repayment period; 

(B) Payment in full has been made by the borrower; or 

(C) The borrower was in deferment status at the time 
repayment of priridpal was scheduled to begin, and remains 
in deferment status; and 

(0) The amount paid by the Secretaiy for default 
daims on loans, exdusive of paid daims filed by the lender 
under Sec. 682.?08{d) or Sec. 682.509. 

(4) For the purposes of this paragraph, payments by 
the Seaetary on a loan that the original lender assigned to a 
subsequent holder are considered payments made to the 
original lender. 

(5) State lenders shall consolidate FISLP and Federal 
PLUS Program loans for the purpose of calculating the 
amount of the Secretary's guarantee liability under this 
section. 

(Authority: 20 U.S.C. 1075, 1078-2, 1082) 
Sec. 682.502 The application to be a tender. 

(a) In order to be considere J for partidpation in the 
FISLP and the Federal PLU S Program, a lender must submit 
an application to the Secretaiy. 

(b) In determining whether to enter into a guarantee 
contract with an applicant, and, if so. what the temis of the 
contract will be, the Secretary considers- 

(1) Whether the applicant meets the definition of an 
"eligible tender in section 435(g)(1) of the Act and the 
definition of 'lender in Sec. 682.200; 

(2) Whethertheapplicantis capable of complying with 
the regulations in this part as they apply to lenders; 

(3) Whether the applicant is capable of implementing 
adequate procedures for making, servidng, and collecting 
loans; 

(4) Whether the applicant has had prior experience 
with a similar Federal, State, or private nonprofit student loan 



program, and the amount and percentage of loans that are 
currently delinquent or in default under that program; 

(5) The finandal resources of the applicant; and 

(6) In the case of a school that is seeking approval as 
a lender, its accreditation status (with the prefen^d condition 
being accredited). 

(c) The Secretary may require an applicant to submit 
suffident materials with Its application so that the Secretary 
may fairiy evaluate it in accordance with the criteria in this 
section. 

(d) Denial of participation: (1) If the Secretary decides 
not to approve the applk:ation for an insurance contract* the 
reason for the dedsion is induded in the Secretary's re- 
sponse. 

(2) The Secretary provides an opportunity for the 
lender to meet with a designated E)epartment offidal if the 
lender wishes to appeal the Secretary's dedsion. 

(3) However, the Secretary need not explain the 
reasons for the denial, or grant the lender an opportunity to 
appeal, if the lender submits its application within 6 months 
of a previous denial. 

(Authority: 20 U.S.C. 1078-2, 1079, 1082) 
Sea 682.503 The guarantee contract 

(a) (1) To partidpate in the RSLP and Federal PLUS 
Program, a lender must hold a guarantee contract with the 
Seaetary. No loan i^ guaranteed unless it is covered by such 
an agreement 

(2) In general, under a guarantee contract, the lender 
agrees tocomplywithalllaws, regulations, and other require- 
ments applicable to its participation as a tender in the FISLP 
and the Federal PLUS Program. In return the Secretary 
agrees to guarantee each eligible FISLP and Federal PLUS 
Program loan held by the lender against the bonroweTs 
default, death, total and pemianent disability, or bankruptcy. 

(3) The Secretary may indude in a contract a limit on 
the duration of the contract and the number or amount of 
FISLP or Federal PLUS Program foans the lender may make 
or hold. 

(b) (1) Except as otherwise approved by the Secre- 
tary, a guarantee contract with a school lender limits the 
FISLP and Federal PLUS Program loans made by that 
school lender that will be covered by the Federal guarantee 
to those loans made to students, or to parents bonowlng on 
behalf of students, who are- 

(1) In attendance at that school; 

(ii) In attendance at other schools under the same 
ownership as that school; or 

(iii) Employees or dependeritsofemptoyees, orwhose 
parents are employees, of that schod lender or other schools 
under the same ownership, under circumstances the Secre- 
tary considers appropriate for toan guarantees. 

(2) A limit imposed under paragraph (b)(1) of this 
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section on a school lender that makes loans to students, or 
to parents of students, in attendance at other schools under 
the same ownership, or to employees, or to dependents or 
parents of employees of those other schools, may bo Im- 
posed on a schod-by-school basis. 

(Authority: 20 U.S.C. 1078-2, 1079, 1082) 

Sac 682.504 Issuance of Faderal loan guarantees. 

(a) A lender having a guarantee contract shall submit 
an application to the Seaelary fora Feiieral loan guarantee 
on each intended loan that the lender deiormines to be 
eligible for a guarantee. The appllca^cn must be on a form 
prescribed by the Secretary. The Secretary notifies the 
lender whether the loan can be guaranteed and the amount 
of the guarantee. No disbursement on a loan made prior to 
the Secretary's approval of that loan Is covered by the 
guarantee. 

(b) The Secretary issues a guarantee on a FISLP or 
Federal PLUS Program lorin in reliance on the impRed 
representations of the ler^jsr that alt requirements for the 
initial eligibility of the loan for guarantee coverage have been 
met. As described in Sec. 682.513, the continuance of the 
guarantee is conditioned upon compHance by ail holders of 
the loan with the regulations in this part The delegatkjn of 
functions to a servicing agency or another party does not 
reBeve the lenderof its responsibilities in the making, servic- 
ing, and collecting of a FISLP or Federal PLUS Program loan. 

(Authority: 20 U.S.C. 1078-2, 1079. 1082) 

Sec. 682.505 Insurance premium. 

(a) General. The Secretary charges the lender an 
insurance premium for each loan that is guaranteed. 

(b) Rate. The rate of the insurance premium is one- 
fourth of one percent per year of the loan principal, excluding 
interest or other charges that may have been added to the 
principal. 

(c) FISLP loans-insurance premium calculation. (1) 
The insurance premium for FISLP loans is calculated by- 

(1) Counting the number of months beginning with the 
month following the month in which each disbursement on 
the loan is to be made and ending 12 months after the 
borrower's anticipated graduation from the school for atten- 
dance at which the loan is sought; 

(ii) Dividing one-fourth of one percent of the principal 
amount of the loan by 12; and 

(iii) Multiplying the resultobtainedin paragraph (c)(1){i) 
of this section by that obtained in paragraph (c)(1)(ii) of this 
section. 

(2) In cases where the lender disburses the loan in 
multiple installments, the insurance premium is calculated 
for each disbursement from the month following the month 
that the disbursement is made. 

(d) PLUS loans-insurance premium calculation. The 
insurance premium for a Federal PLUS Program loan is 
calculated by- 



(1) Using the actual repayment period as a base; 

(2) Amortizing the loan in monthly installments over 
the repayment period; 

(3) Detemiining one-fourth of one percent of each 
monthly declining principal balance; and 

(4) Totalling the monthly amounts derived in para* 
graph (d)(3) of this section. 

(e) Collection from lenders. (1) The Secretary may bill 
the lender for the Insurance premium or may require the 
lender lO pay the insurance premium to the Secretary at the 
time of disbursement of the foan. At the Secretary's discre- 
tion, the Secretary m^ alternatively collect the insurance 
premium by offsetting it against amounts payable by the 
Secretary to the lender. 

(2) The Secretary's guarantee on a loan ceases to be 
effective when the lender foils to pay the insurance premium 
within 60 days of the date payment is due. The Secretary 
may, however, excuse late payment of an insurance pre- 
mium, and reinstate the guarantee coverage on a loan, if the 
Secretary is satisfied that- 

(i) The loan is not in default and the borrower Is not 
delinquent in making installment payments; or 

(ii) The loan is in default, or the borrower is delinquent, 
under circumstances where the bon^wer has entered the 
repayment period without the lender's knowledge. 

(0 CoWectton from borrowers^ The lender may pass 
afong the cost of the insurance premium to the borrower. If it 
does so, theinsurance premium must be deducted from each 
disbursement of the foan in an amount proportionate to that 
disbursements contribution to the premium amcunt. 

(g) Refond provisions. The insurance premium is not 
refondable by the Secretary, and need not be refonded by the 
lender to the bonower, even if the borrower prepays, de- 
faults, dies, becomes totally and pemianently dsabled, or 
files a petition in bankruptcy. 

(Authority: 20 U.S /. 1077, 1078-2, 1079, 1082) 

Sec. 682.506 Limitations on maximum loan amounts. 

The Secretary does not guarantee a FISLP or Federal 
PLUS Program loan in an amount that would- 

(a) Result in an annual loan amount in excess of the 
student's estimated cost of attendance for the academic 
period for which the loan Is intended less, the estimated 
financial assistance awarded for that period; or 

(b) Result in an annual or aggregate loan amount in 
excess of the permissible annual and aggregate loan limits 
described in Sec. 682.204. 

(Authority; 20 U.S.C. 1075, 1078. 1078-2. 1082. 1089) 

Sec. 682.507 Due diligence In collecting a loan. 

(a) General. (1) A lender shall exercise due diligence 
in the collection of a loan with respect to both a borrower and 
an endorser. In order to exercise due diligence, a lender shall 
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implement the procedures described in this section when a 
borrower fails to mal^e an installment payment when due. 

(2) If two borrowers are liable for repayment of a 
Federal PLUS Program loan as c<H»iakers, the lender shall 
follow these procedures with respect to both borrowers. 

(3) For purposes of this section, the borrower's delin- 
quency begins on the day after the due date of an installment 
payment not paid when due, except that if the borrower 
entered the repayment period without the lender's knowl- 
edge, the delinquency begins 30 days after the day tfie 
lender discovers that the borrower has entered the repay- 
ment period. 

(b) Initial delinquency. When a borrower is delinquent 
in making a payment, the lender shall remind the borrower 
within 15 woridng days of the date the payment was due by 
means of a letter, notice, telephone call, or personal contact 
If payments do not begin or resume, the lender shall attempt 
to contact the borrower at least six more times at regular 
intervals during the remainder of the six-month period that 
started on the due date of the delinquent payment 

(c) Skip-tracing assistance. (1) Whenever a lender 
does not know the.bonower's current address, the lender 
shall promptly attempt to tocate the borrower through nomial 
commercial collection techniques, including contacting all 
indvkiuals and entities named in the bonder's loan appli- 
cation. If these efforts are unsuccessful, the lender shall 
promptly attempt to learn the bonwer*s current add^ss 
through use of the Department of Education's skip-tracing 
assistance. 

(2) If thelenderdoes not know the bonower's address 
when a borrower is first delinquent in making a payment, but 
subsequently obtains the bonx)wer's address prior to the 
date on which the loan goes Into defaul' the lender shall 
attempt to contact the t)orrower in accordance with para- 
graph (b) of this section, with the first contact occurring within 
15 days of the date the lender obtained knowledge of the 
borrower's address, and shall attempt to contact the bor- 
rower at (east once during each succeeding 30-day period 
until default 

(d) Preclaims assistance. When the bonower is 60 
days delinquent in making a payment, the lender shall 
request preclaims assistance from the Departmentof Educa- 
tion. This preclaims assistance consists of sending a series 
of letters to the borrower, urging the bonower to contact the 
lender and begin or resume payments. 

(e) Final demand letter. A tender shall send a final 
demand letter to the borrower at teast 30 days before the 
lender files a default daim. The lender shall allow the 
borrower at least 30 days to respond to the final demand 
tetter. However, a lender need not send a final demand tetter 
to a borrower whose address is unknown. 

(0 Litigation. (1) If a tean is in default and the lender 
determines that the borrower or an endorser has the ability 
to repay the loan, the lender may bring suit against the 
borrower or the en dorser to recover the amount of the un paid 
principal and interest together with reasonable attorneys' 
tees. 

(2) Prior to bringing suit the lender shall- 



(I) Obtain the Secretary's approval; and 

(il) Notify the borrower or endorser in writing thattt hat 
received the Secretar/t approval to bring suit on the loan, 
and that, unless the bonrower or endorser makes payments 
suffictent to bring the account out of default the lender win 
seek a judgment under whk^ the borrower or endorser wDl 
be fiabte for payment of reasonable attorneys' fees and court 
costs in addition to the unpaki prkidpal and interest on the 
tean. The tender shall ma9 the notice to the borrower or 
endorser by certified mail, return receipt requested. 

(3) The tender may br^g suit if the borrower or 
endorser does not make payments suffident to bring the 
account out of default within 10 days foltewing the date of 
delivery of the notice described in paragraph (f}{2)(ii) of this 
section to the borrower or endorser indteated on the receipt 

(4) A tender may first apply the proceeds of any 
judgment against its reasonabte attorneys' fees and court 
costs, whether or not the judgment provktes for these fees 
and costs. 

(Authority: 20 U.S.C. 1078-2. 1079, 1080, 1081, 1082. 1085) 

(Approved by the OfHce of Management and Budget under 
control number 1840-0538) 

Sea 682.508 Assignment of a loan. 

(a) General. A FISLP or Federal PLUS Program note 
may not be assigned except to another eligible lender. In this 
section, "seller" means any kind of assignor, "buyer" means 
any kind of assignee, and "^slgnmenf means any kind of 
transfer including assignment as security. 

(b) Procedure. (1 ) A note assigned from one lender to 
another must be made subject to a btenket endorsement 
together with other notes being assigned or must individually 
bear effective words of assignment Either the blanket en- 
dorsement or the note must be signed and dated by an 
authorized offidal of the seller. 

(2) The buyer shall- 

(i) NotifytheSecretary of the assignment if the right to 
receive spedal allowance has been assigned; and 

(ii) Ensure that the bonx)wer is notified promptly if the 
assignment results in the borrower being required to make 
installment payments, or to direct other matters connected 
with the loan, to a party other than the party with whom the 
borrower dealt before the assignment The buyer shall in- 
dude in the notice to the borrower a dear s tatemen t of all the 
bon^wer* rights and responstbilittes which arise from the 
assignm jnt of the tean, induding a statement regarding the 
consequences of making ps^ments to the selter or any prior 
hokier of the loan, subsequent to receipt of the notice. 

(c) Risks assumed by the buyer. (1) General rutes: 
Upon acquiring a note, a new holder assumes responsibility 
for the consequences of any previous vtetetten of applicable 
statutes or regulations or the terms of the note. Neither a 
FISLP note nor a Federal PLUS Program note is a negottebte 
instrument, and a subsequent holder of such a note is not a 
holder in due course. If the bon-ower has a valkf legal defense 
that could be asserted against the original hokter, the bor- 
rower can also assert the defense against the new holder. If 
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the new holder files a default daim on a loan, the Secretary 
denies the default daim if tiiere was a legal defect affecting 
the Initial validity or guarantee eligibilily of the loan and to the 
extent of the booowers legal defenses. Wlien a new holder 
files a daim on a loan, It shall provide the Secretary with the 
same documentation that would be required of the original 
lender* 

(2) Special additional rules for assignment of loans 
made or onginated by a school: The buyer of a loan is not 
entitled to rely on statements nrwde by a school that made or 
originated that loan. In addition, the Secretary considers any 
unpaid tuition refund that was due to the student under Sea 
682.606. before the first assignment of a loan that was made 
or originated by a school, as having been paid to the 
subsequent holder on the bonrowef s behalf. 

(d) The Secretary's approval. The approval of the 
Secretary is required prior to the assignment of a note to an 
efigible lender that has not entered Into a contract of Insur- 
ance with the Secretary under Sec. 682.503. 

(e) Trustee responsibility. A lender to whom a loan is 
assigned in its capadty as a trustee assumes responsibility 
for complying with all applicable statutory and regulator/ 
requirements imposed on any other holder of a loan. 

(0 Warrcnty. (1 ) Nothing in this section predudes the 
buyer of a loan from obtaining a warranty from the seller 
covering certain future reductions by the Secretary in com- 
puting the amount of guaranteed loss, if any, on a clair. filed 
on the loan. 

(2) The wananly may only cover reductions which are 
attnbulable to an act or failure to act of the seller or otiier 
previous holder. 

(3) The wananty may not cover matters the buyer is 
responsible for under the regulations in this part. 

(Authority: 20 U.S.C. 1078-2. 1079. 1080. 1082) 

(Reporting and recordkeeping requirements contained in 
paragraph (b) were approved by the Office of Management 
and Budget under control number 1840-0538) 

Sac 682.509 Special conditions for filing « daim. 

(a) A lender shall cease collection activity on a loan 
and file a claim with the Secretary within the time spedfied in 
Sec. 682.511(e)(3). when- 

(1) The lender learns that the school, in which the 
student on whose behalf the loan was made was enrolled, 
tenninated its teaching activities involving that student during 
the academic period covered by the loan; or 

(2) The Secretary directs that the claim be filed. 

(b) A lender may not. as a result of a daim filed with the 
Secretary under this section, make a report to any credit 
bureau or other Jiird party concerning the bonwefs failure 
to repay the loan. 

(Authority: 20 U.S.C. 1078-2. 1080. 1082) 

Sea 682.510 Determination of the borrower's death, 
total and permanent disability, or bankruptcy. 



(a) The procedures in Sec. 682.402 (a) through (d) for 
determining whether a bonx)wer has died, became totally 
and permanently disabled, or filed a bankruptcy petitten, 
apply to the FISLP and Federal PLUS Program. 

(b) References to the "guarantee agency" in Sec 
682.402 (b)(2) and (d)(4) mean the Secretary. 

(Authority: 20 U.S.C. 1078-2. 1082. 1087) 

Sec 682.511 Procedures for filing a daim. 

(a) Ring a daim applicatk)n. (1) A lender may file a 
claim against the Secretary's guarantee on a RSLP or 
Federal PLUS Program loan for any of the foBowing reasons: 

(1) The loan Is In default, as defined in Sec 682.200. 

(ii) Any of the conditions exist for filing a daim without 
cdleclion efforts, as set forth in Sec. 68^208(d) or Sec 
682.509. ' 

(iii) The bomower has died, became totally and penna- 
nentfy disabled, or filed a bankruptcy petitton. as determined 
by the lender in accordance with Sec. 682.510. 

(2) If a PLUS Program loan was obtained by two 
eBgible parents as co-makers, the reason for filing a daim 
thereon must hoW true for both parents. 

(3) A lender may file a claim against the Secretar/s 
guarantee only on a fbmi provkied by the Secretary. The 
lender must attach to the claim all documents required by the 
Secretary. If the lender foils to do so. the Secretary denies the 
daim. 

(b) Documentation required for claims. (1) The Secre- 
tary requires a lender to submit the following documentation 
with all claims: 

(i) The original promissory note. 

(ii) The loan application. 

(iii) The repayment instrument. In the case of a FISLP 

loan. 

(iv) A payment history, as described in Sec. 
682.414(a)(3)(ii)(l). if any payments have been made. 

(v) A collectfon history, as described In Sec. 
682.414(a)(3)(ii)(J). 

(vi) A copy of the final demand letter, if required by 
Sec. 682.507(e). ' 

(vii) The original or a copy of all conespondence 
addressed to. from, or on behalf of the borrower that is 
relevant to the tean. whether that conespondence Invdved 
the original lender, a subsequent hoWer. or a servfcing agent 

(viii) If applicable, evkience of the lender's requests to 
the Department of Education for skip-tradng assistance 
under Sec. 682.607(c), and for predaims assistance under 
Sec 682.507(d). 

(Ix) Any additional documentation that the Secretary 
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deems relevant to a claim. 

(2) The documentation requirements for death, total 
and pemianent disability, or bankruptcy claims In Sec. 
682.402(e)(1) apply to the FISLP and the Federal PLUS 
Program. References to the "guarantee agency" in Sea 
682.402(e)(1) mean the Secretary. 

(c) Assignment of note. The Secretaiy*8 payment of a 
claim is contingent upon receipt from the lender of an 
assignment to the United States of America of all rights, title, 
andinterestof the lender in the note underlying thedaim. The 
lender shall also agree to reimburse the Secretary for any 
overpayments of interest benefits or spedal allowance that 
the Secretary noay have made respecting the loan. 

(d) Bankruptcy subsequent to default If the lender 
fiies a default claim on a loan and subsequently receives a 
notice of the first meeting of creditors In the proceeding of the 
borrower in bankruptcy, the lender shall promptly forward 
that notice to the Department of Education. Under these 
circumstances the lender shall not file a proof of claim with 
the bankruptcy court 

(e) Claim filing deadlines. To obtain payment of a 
claim, a fender shall comply with the following deadlines: 

(1) Default claims. Unless the lender has already filed 
suit against the bom}wer in accordance with Sec. 682.507(f)* 
it shall file a default claim on a loan with the Secretary within 
90 days after default For a claim filed pursuant to Sec. 
682.208* the lender shall file a claim within 90 days following 
transmission of the final demand letter sent pursuant to Sea 
682.412(d). If the bonower failed to comply with the temis 
thereof within 80 days of such transmission. 

(2) Death, total and pemianent disability, or bank- 
ruptcydaims.Theclalm filing deadlinesinSec. 682.402(e)(2) 
apply to the FISLP and the Federal PLUS Program. Refer- 
ences to the "guarantee agency" in Sec. 682.402(e)(2) mean 
the Secretary. 

(3) Special condition claims. In the case of a spedal 
condition claim filed pursuant to Sec. 682.509* the lender 
shall file a claim with the Secretary within 90 days of the date 
the lender detennines that the conditions set forth in Sec. 
682.509(a)(1 ) exist, or the date the Secretary directs that the 
claim be filed pursuant to Sec. 682.509(a)(2). 

(Authority: 20 U.S.C. 1078-2. 1080, 1082. 1087) 

(Approved by the Office of Management and Budget under 
control number 1840*0538) 

Sec. 682.51 2 Determination of amount oflossonaclaim. 

(a) Deteult dalms-(l) Amount of loss. The amount of 
loss to be paid on a default daim depends upon the date the 
Secretary received the application lor a guarantee commit- 
ment on the loan. If the application was received- 

(i) Prior to July 1, 1972, or from August 19. 1972 
through February 28. 1973. the amount of bss to be paid on 
a valid daim Is equal to the unpaid balance of the original 
prindpal loan amount disbursed; or 

(ii) From July 1 through August 18. 1972, or after 
February 28, 1973. the amount of the loss to be paid on a 



valid daim Is equal to theunpaid balance of the prindpal and 
interest in accord:ince with paragraph (a)(2) of this sectk>n. 
The unpaki prindpal amount of the km may Indude capital- 
ized interest to the extent authorized Sea 682.202. 

(2) Payment of Interest If the guarantee covers un- 
paki interest, the payment of a vaiki daim covers the unpaki 
interest that accrues during the following periods: 

(i) During the period before the claim Is filed, not to 
exceed the period provided for in Sea 682.51 1 (e) for filing 
the claim. 

(ii) During a period not to exceed 30 days following the 
return of theclaim to the len derby the Secretary fbradditional 
documentation necessary for the daim to be approved by the 
Secretary. 

(iii) During the period, after the daim Is filed, which Is 
required by the Secretary to approve the claim and to 
autfiorize payment 

(b) Death, total and pennanent disability or bank- 
ruptcy claims. ( 1 ) In the case of a death or disabili^ claim, the 
amount of loss to be pakl on a vaIki ctaim- 

(1) Is equal to the unpaid balance of the original 
prindpal loan anr)ount disbursed, if the ban was disbursed 
prior to December 15, 1968; or 

(ii) Is calculated In accordance with Sec. 682.402 
(0(2) and (f)(3) If the ban was disbursed after December 1 4. 
1968. 

(2) In the case of a bankruptcy claim, the amount of 
bss Is cabulated In accordance with Sea 682.402 (f)(2) and 
(f)(3). 

(3) In Sea 682.402(f)(3) the 'guarantee agency" means 
the Secretary. 

(c) Spedal rules for a loan acquired by assignment 
Except as provided in paragraph (d)(2) of this section, if a 
daim is filed by a bnder that obtained a loan by assignment 
that lender is not entitled to any payment under this sectbn 
greater than that to which a prevbus holder woukl have been 
entitled. For example, the Secretary deducts from the daim 
any amounts that are attributable to payments made by the 
bon-owor to a prior holder of the ban before the borrower 
received proper notice of the assignment of the ban. 

(d) Spedal rules for loans made by a school lender. (1 ) 
If the loan br which a claim Is filed was made by a school and 
the daim is filed by the school, the Secretary deducts from 
the ctaim- 

(i) An amount equal to any unpaki refund that ^e 
school owes the student to whom or on whose behalf the ban 
was made under Sea 682.606; or 

(ii) An amount which bears the same ratb to the total 
amount of the daim as the amount of educational services 
that the student was unable to complete, because the school 
temiinated its teaching activities during the period for which 
the loan was obtained, be^xs to the total education al services 
which the studentwould have received, during the period for 
which the loan was obtained, had the school not temiinated 
its teaching activity. 
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(2) If the loan for yMdh a claim It filed was originally 
made by a school, but the daim is filed by another lender that 
obtained the note by assignment, the Secretary deducts from 
the daim the amount determined- 

(1) Uf^der paragraph (d){i)(i) of this section that waa 
due the studunt prior to the assignment of the loan; or 

(fi) Under paragraph (d)(1)(ii) of this section. 

(e) Special rule for loans originated by a school. A loan 
that is originated by a school is treated, for purposes of 
paragraph (d) of th is section , as if it were a loan made and still 
held by the school. 

(Authority: 20 U.S.C. 1078-2, 1080, 1082, 1087) 

See. 682.513 Factors affecting coverage of a loan under 
the loan guarantee. 

(a) (1) In determining whether to approve for payment 
a claim against the Secretary's guarantee, the Semtary 
considers matters affecting the enforceability of the loan 
obligation, and whether the loan was made and administered 
in accordance with the Act and appficable regulations. 

(2) The Secretary deducts from a daim any amount 
that is not a legally enforceable obligation of the borrower, 
except to the extent that the defense of infancy applies. 

(3) Except as provided in Sec. 682.509 the Secretary 
does not pay a claim unless* 

(i) All holders of the loan have complied with the 
requirements of this part, includng, but not limited to, those 
concerning due diligence in the making, servidng, and 
collecting of a loan; 

(ii) The current holder has complied with the deadlines 
for fifing a daim established In Sec. 682.51 1(e); and 

(iii) The cun^nt holder complies with the requirements 
for submitting documents with a daim as established In Sec. 
682.511(b). 

(b) Except as pn^vided in Sec. 682.509, the Secretary 
does not pay a death, disabmty, or bankaiptcy daim for a loan 
after a default claim for that loan has been disapproved by the 
Secretary or if it would not be payable as a default daim by 
the Secretary. 

(c) The Secretary's detemiination of the amount of 
loss payable on a default claim under this part, once final, is 
condusive and binding on the lender that filed the daim. 
(Note: A detemiination of the Secretary under this section is 
subject to judidal review under 5 U.S.C. 706 and 41 U S C 
321-322.) 

(Authority: 20 U.S.C. 1078-2, 1079. 1080, 1082) 

Sac 68^514 Procedures for receipt or retention of 
payment* where the lender hat violated program 
requirements for RSU> or Federal PLUS Program loans. 

(a) The Secretary may waive the right to recover or 
refuse to make an Interest benefits, special allowance, or 
daim payment, or may permit a lender to cure certain defects 



in a spedfied manner if. in the Secretary's judgment the best 
interests of the United States so require. 

(b) To receive paymen t on a default daim or to resume 
eligibilfty to receive interest benefits and spedal allowance 
on a loan as to whfch a lender has committed a vtolation of 
the requirements of this part regarding due diifgenoe In 
collection or timely filing of claims, the lender shall meet the 
conditions described in Appendix c to this part 

(Authority: 20 U.S.C. 1078-2, 1080. 1082) 

Sec. 682.51S Records, reports, and Inspection 
requirements for FISLP and Federal PLUS Program 
lenders. 

(a) Records. (1) A lender shall keep complete and 
accurate records of each \oan that it hokis, including but not 
fimited to the records descn'bed in Sec. 682.4 1 4(a)(3)(ii). The 
records must be organized in such a way as to permit ready 
kientification of the cun-ent status of each loan. 

(2) A lender shall retairi the records required for each 
loan for not less than five years fdlowing the data the loan is 
repaki in full by the borrower or the lender is reimbursed on 
a claim. However, in particular cases the Secretary may 
require the retention of records beyond this minimum period. 

(3) (i) The lender rhay store the records spedfidd in 
Sec. 682.414(a)(3)(li)(C) through (K) on microfilm or in com- 
puter format. 

(ii) The hoWer of the promissory note shall retain the 
origiiial note and repayment instrument until the loan is fully 
repaid. At that time tiie lender shall return the original note 
and repayment instrument to the borrower, and retain copies 
for the prescribed period. 

(iii) The lender shall retain the original or a copy of the 
loan application. 

(b) Reports. A lender shall submit reports to the 
Secreta7 at tlie time and in the manner that the Secretary 
may reasonably require. 

(c) Inspections. Upon request a lender or its agent 
shall affond the Secretary, the Comptroller General of the 
United States, and any of their authorized representatives, 
access to its records in order to verify the acairacy of its 
reports or the lender's compliance with the Act and appli- 
cable regulations. 

(Authority: 20 U.S.C. 1077, 1078, 1078-2. 1079, 1080, 1082) 

(Reporting and recordkeeping requirements contained In 
paragraph (a) were approved by the Office of Management 
and Budget under control number 1840*0538) 

Subpart F-Requlrements, Standards, and 
Payments for Participating Schools 

Source: 51 FR 40919, Nov. 10. 1986. unless otherwise 
noted. 

Sea 682.600 Agreement between an eligible school and 

theSecretaryforpartlclpatlonlntheGuaranteed Student 
Loan and PLUS Programs. 
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(a) General. Pu^zmOu of a school in the QSLP and 
the PLUS Program meant that the schools students are 
eBgit>le to receive QSLP and PLUS Program loans. To 
participate in the GSLP and the PLUS Program under either 
the FISLP, the Federal PLUS Program, or a guarantee 
agency program, a school shirfl* 

(1) Estabfith iu basic eligibility as an institution of 
highereducation oravocational school as defined in 34 CPR 
Part 668 through certification by the Secretary; and 

(2) Enter into a written program participation agree- 
ment with the Secretary that is signed by an appropriate 
official of the school on a form approving the Secretary. 

(b) Pro-am participation agreenmnt The school. In 
the program participation agreement, promises to comply 
with the applicable provisions of- 

(1 ) The Act and the regulations in this part; and 

(2) The Student Assistance General Provisions, 34 
CFR Part 668. 

(c) Appeal of denial or limitations. (1 ) If the Secretary 
denies a request for an agreement or approves only limited 
participation in the QSLP or the PLUS Program by a school- 

(1) The reason for the decision is included in the 
Secretary's response to the request; and 

(P) The Secretary provides an opportunity for the 
school to meet with a designated Department official to 
appeal that decisk>n. 

(2) The Secretary does not, however, grantan oppor- 
tunity for appeal, or give reasons for denying the participation 
or approving only the limited participation of a school, if the 
school submits its request within six months of a previous 
denial or limited approval. 

(d) Foreign schools. A foreign school Is required to 
comply with the provisions of the regulations In this part only 
to the extent determined by the Secretary. 

(Authority: 20 U.S.C. 1078*2, 1082, 1094) 

See. 682.601 Agreement between the Secretary and a 
school that makes or originates loans. 

(a) General. A school must have an agreement with 
the Secretary in order to make or originate loans under either 
the GSLP or the PLUS Program. 

(b) Contentsof the agreement An agreement to allow 
a school either to make or to originate loans must contain the 
following terms: 

(1 ) The school will not make or originate toans which 
would be outstanding to or on behalf of more than 50 percent 
of its undergraduates in attendance at that school on at least 
a half-time basis, unless the Secretary waives this rule 
pursuant to paragraph (d) of this section. 

(2) The school will inform any undergraduate student, 
who has not previously obtained a loan that was made or 
originated by the school and who seeks to obtain that k)an. 



that he or she must first make a good faith effort to obtain a 
k)an from a commerdal lender. 

(3) (i) The school wil not make or ori(^nate a loan for 
an academic p^rioa id a *Z;i^t described In paragraph 
(bK2) of this sectkK) unti the studem provides the school with 
evidence under paragraph (c) of th4> section of denial of a 
loan by a oomrnerdai lerider for thi tanrie academic period 

(i) In determining whether a school has complied with 
therequirementsetforth In paragraph (bX3)(i) of this section, 
the Secretary may take into oonsUeratbn any patterns 
rsflected by the letters of denial or the students' sworn 
statements referred to In paragraph (c) of this section that 
indicate that the school has not given sufficient counseling to 
studente to seek foans iVom a commercial lender first An 
example of an unacceptable pattern wouU be if alt denials of 
loans to a school's studente were made by a small number 
of lenders. 

(4) The school wil not make or originate a foan for an 
academic year In excess of the lesser of $2,500 or half the 
estimated cost of attendance to a student who- 

(I) Is in the first academic year of study as an under- 
graduate; and 

(II) Was not previously enroHed In an undergraduate 
program. 

(c) EstabllsNng a loan denial by a commercial lender. 
(1) To veriiy that a bomower has sought and been denied a 
ban from a comnwrdal lender, pursuant to paragraph (b)(3) 
of this section, the school shaK obtain from the bonower* 

(1) A written stetenoent from a commercial lender 
incScating that the lender dented the bom)wer a foan for that 
academic period; or 

(B) The borrower's sworn statement, Incficating both 
the refusal of a k)an by a commercial lender and the lender's 
refusal to provide a written statement of the denial. 

(2) If the borrower's stetement Is used to esteblish the 
denial of a loan, the stetement must include* 



(i) The name and address of the lender that denied the 



loan; 

(ii) The approximate date on whk^ the loan was 
denied; 

(iii) The name and telephone number of the official 
who communicated the denial to the borrower; and 

(Iv) The bont>wer's signature. 

(3) If the school detemilnes that the denial of a loan to 
an eligit)le bon-ower by a commercial lender is based upon 
the lender's refusal to lend more than a part of the amount 
requested by the bon^wer, the school may either- 

(i) Make or onginate a loan to the bon^ower for the 
entire an)ount; or 

(ii) Supplement the loan that the commercial lender is 
willing to make with a second loan to the borrower. 
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(d) Waiver of the 50 percent lending limit A school 
nw request the Secretary to waive the 50 percent lending 
Umitdescribedln paragraph (b)(1) of this section if adherence 
to that limit would create a substantial hardship for the 
school's present or prospective students. The Secretary 
determines whether to grant the school a waiver after consid- 
ering- 

(1) The extent to which the school provides, and 
expects to continue pioviding. educational cpportunities to 
economically disadvantaged studenia, as measured by the 
percentage of those students enrolled at the school v^o- 

(1) Are in families that fall within the -tow-income 
ramiV category used by tho Bureau of the Census; 

(ii) Would not be able to enroll, or continue their 
enrollment, at that school without GSLP or PLUS Program 
loans made or originated by the school; and 

(iii) Would not be able to obtain a comparable educa- 
tion at another school; 

(2) The extent to which the school offers academic 
programs that- 

(i) Are unique in the geographical area the school 
serves; and 

(ii) Would not be available to some students if the 
school adhered to i ,e 50 percent lending limit; and 

(3) The quality of the schocl's- 

(i) Management of student financial assistance pro- 
grams; and 

(ii) Confomianoe with sound business prsclices. 

(Authority: 20 U.S.C. 1075. 1078. 1078-2. 1082. ^m) 

(Reporting S'ld recordkeeping requirements containea in 
paragraph (c) were approved by the Office of Management 
and Budget under control number 1840-0538) 

Sec. e82.602 Correspondence school schedule 
requirements. 

(a) A school offering a course of study by conespon- 
dence shall establish a schedule for submission of lessons 
by Its students, which must be given to a prospective student 
prior to that students enrollment 

(b) The school shall include in its schedule- 

(1) The number of lessons In the course; 

(2) The intervals at which lessons are to be submitted; 

(3) The date by which the coarse is to ba completed; 

and 



(4) The period of time within which any resident 
training must be completed. 

(c) The school's schedule must conform to the re- 
quirernonts set forth in paragraph (b) of the definition of 
•vocational school* in 34 CFR 668.4. 



(Authority: 20 U.S.C. 1078-2. 1082) 

(Reporting and recordkeeping requirements contained in 
paragraph (a) were approved by the Office of Management 
and Budget under control number 1840-0538) 

Sec 682.603 Certification by a partfclpaUng school In 
connection with a loan appflcatlon. 

(a) A school shall certify that the Infomiatton it pro- 
vkies in connectfon with a toan application about the bor- 
rower and, in the case of a parent bomovwr, the student for 
whom the toan is intended, is complete and accurate. Except 
as provWed in 34 CFR Part 668 Subpart E. a r'jhool may rely 
in good faith upon statements made on the application by the 
student 

(b) The infonnation to be provided by the school about 
the borrower making application for the toan pertains to- 

(1 ) The borrower's eligibility for a toan as determined 
in accordance with Sec. 68a201 ; 

(2) The students estimated cost of attendance for the 
period for which the toan Is sought; 

(3) The students estimated financial assistance for 
the period for which the loan is sought; and 

(4) For a GSLP toan. the students eligibility for Inter- 
estbenefits. as detenninedin accordance with Sec. 682.301. 

(c) Beginning not later than 60 drys after a school 
receives notice from the Secretary that its fiscal year default 
late. as defined in 34 CFR Part 668. exceeded 30 percent for 
any fiscal yearafter fiscal year 1986. and continuing until the 
school is notified by the Secretary that its rr-:e -as equal to 
or less than 30 percent for a subsequent fiscal ybt.r. a school 
shall deijy certification of the loan application of any student 
applying for his or her first GSL or SLS loan for attendance 
at the school, so that, in compliance with Sec. 82.604. the 
school ensures that the students endorsement of the check 
for (or written approval for the release of funds disbursed by 
electronic funds transfer representing) the first disbursement 
of the toan. the delivery of any loan proceeds to such a 
bonrawer, and th6 crediting of any proceeds to the borrower's 
account, do not occur until the bonrower has attended the 
institution for at least 30 days during the period of enrollment 
for which the loan was mads. 

(NOTE PER JUNE 5, 1989 FEDERAL REGISTER: 
Section 682.603(c) applies only to the certification of a loan 
application on or after October 1, 1989.] 

(Autiiority: 20 U.S.C. 1077, 1078, 1078-1, 1078-2. 1082 
W*;. 1094) ' 

(Reporting and recordkeeping requirements contained In 
paragraph (b) i ere approved by tfie Office of Management 
and Budget unc<er control number 1840-0C38) 

See. 682.604 Processing the borrower^ ^urt proceeds 
and counseling borrowers. 

(a) Purpose. This section establlsl .es rules governing 
a school'" processing of a ben-ewer's loan proceeds. The 
school shall also comply with any rules for processing a loan 
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contained in 34 CFR Part 668. 

(b) General. (1 ) Except in the case of a PLUS Program 
loan to a parent bon^wer, GSLP or PLUS Program loan 
proceeds are sent directly to the school by the lender. 

(2) Except In the ca^vS of a late disbursement under 
paragraph (e) of this section, a school may release the 
proceeds of a loan made under this part only to a student who 
the school determines, after it receives the proceeds of the 
loan from the lender, has maintained eligibility in accordance 
wth the provisions of Sec. 682.201. 

(c) Processing of the loan proceeds by the school. (1 ) 
Except as provided in paragraph (d)(3) of this section, when 
a sciiool receives a borrower's loafi proceeds, it shall hold the 
funds until the student has registered for classes for the 
period of enrollment for which the loan is intended, and then 
follow the procedures in paragraph {c)(2) of this section. 

(2) (i) After the student has registered, if the loan 
proceeds are disbursed by means of a check which requires 
the endorsement only of the student, the school shall promptly 
deliver the check to tho student in accordance with para- 
graph (d)(2) of this section. 

(ii) If the loan proceeds are disbursed by means of a 
check which requires the endorsement of both the student 
and the school, the school shall- 

(A) Endorse the check on its own behalf and, after the 
student has registered, prom*ptly deliver it to the student in 
accordance with paragraph (d)(2) of this section; or 

(B) Obtain the student's endorsement on the check, 
endorse the check on its own behalf and, after the student 
has registered, a Jit the student's account, I: accordance 
with paragraph (d)(1) of this section, and deliver the .remain- 
ing ban proceeds to the student in accordance with para- 
graph (d)(2) of this section. 

(3) If the loan proceeds are disbursed by electronic 
transfer to an account of the school on beha'f of a borrower 
in accordance with Sec. 682.207(b)(1)(li)(B), the school 
shall, not more than 30 days prior to the first day of classes 
of the period of enrollment for which the loan is ir tended, 
obtain the student's written aultorization for the release o^ 
the funds, and, after the student has registered, either- 

(i) Deliver the proceeds to the student in accordance 
with paragraph (d)(1) of this section; or 

(ii) Credit the student's account in accordance with 
paragraph (d)(1) of this section and deliver the remaining 
loan proceeds to the student in accordance with paragraph 
(d)(2) of this section. 

(4) A school may not release the proceeds of a loan 
made under thas part to a borrower for wnom a financial aid 
transcript is required under 34 CFR Part 668 and has not 
been received, except as pennitted by Part 668. If a required 
financial aid transcript has not been received for a borrower 
for whom the school has received the proceeds of a GSLP or 
PLUS Program loan within 45 days of that receipt, and 
release of the proceeds to the borrower is therefore prohib- 
ited by 34 CFR Part 668. the school shali immediately return 
the loan proceeds to the lender. 



(d) Applying the loan proceeds. (1}(i) For purposes of 
paragraphs (c)(2)(ri)(B^, and (c)(3)(ii) of this section, the 
eariiest an instit^idon may credit a registered students ac- 
count is three weeks before the first day dasses of the 
period of enrollment for which the toan is intended. 

(ii) The school ^ay credit a registered students ac- 
count witfi only those toan proceeds covenng costs of attend* 
ance owed to the school by the student for which substan- 
tially all of the school's students incum'ng those costs have 
been billed, and any additional loan proceeds that the stu- 
dent requests in writing that the school retain in order to assist 
the student in managing his or her toan funds for the remain- 
der of tiie academk; year. 

(2) For purposes of paragraphs (c}(2)(l). (c)(2)(ri)(A), 
and (c)(3} of this section, the eariiest an institution may 
deliver loan proceeds to a registered student is 10 days 
before the first day of classes of the period of enrollment for 
which the loan is intended. 

(3) If the school detemiines that the student has not 
registered, the school shall retum tho loan proceeds to the 
lender within 30 days of this detemiination. 

(4) If a registered student withdaws or is expelled 
prior to the first day of classes of the period of enrollment for 
which the \oan is intended, or if the school is unable to 
document that the student attended class during that period, 
the school shall retunn to the lender- 

(1) Any toan proceeds credted directly by the school to 
the student's account; and 

(ii) Any loan proceeds delivered to the student and 
subsequently paid by the student to the school. 

(e) Processing a late disbursement (1) For the pur- 
pose of this paragraph, a disbursement is late if tho school 
receives the students loan proceeds from the lender either- 

(0 After the end of the period of attendance for which 
the loan was made (i.e.. after the expiration date of the 
guarantee commitment); or 

(ii) Before the end of the academic period for which the 
loan was made, but after the student ceased to be enrolled 
c^t the school on at least a half-time basis. 

(2) If a Iw.^ disbursement is accompanied by a notice 
trom the lender that Ihe late disbursement has been ao- 
proved by the guarantor under Sec. 682.207(d), the school 
shali follow the procedure described in paragraph (c)(2) of 
this section. 

(3) If a late disbursement is not accompanied by the 
notice described in paragraph (e)(2) of this section, the 
school shal!- 

(I) Retum the loan proceeds to the lender within 30 
days of its detemiination that one of the conditions described 
in paragraph (e)(1) of this section exists; 

(ii) Send with the loan proceeds- 

(A) A notice that one of the conditi ns ddscribed in 
paragraph (e)(1) of this section exists; and 

27 Q 
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(B) If applicable. informatJon concerning the students 
date of \^i"thdrawal and costs of attendance owed the school 
for the period in which the student was enrolled on at least a 
half-time basis; and 

(01) Advise the student that the lender may, in accord- 
ance with the procedures in Sec. 682.207{c)» redsburse 
funds for the students cosis of attendance Incunwi before 
the existence of one of the conditions described in paragraph 
(e)(1) of this section. a-p 

(1) Initial counseling. (1) Except in the case cf a 
correspondence school, a school shall conduct counseling 
with each GSL and SLS borrower, either in person or by 
videotape presentation. In each case, the school shall con- 
duct this counseling prior to its release of the first disburse- 
mentoftheproceedsoTthefirstGSLorSLSIoan made to the 
borrower for attendance at the school, and shall ensure that 
an individual with expertise In the Titie IV programs is 
reasonably available shortly after the counseling to answer 
the borrowed squestions regarding those programs. A corre- 
spondence school shall provide ti.e borrower with written 
counseling materials by mail prior to releasing those pro- 
ceeds. 

(2) In conducting the initial counseling, the school 
must— 

(i) Emphasize to the borrower the seriousness and 
importance of the repayment obligation the borrower is 
assuming; 

(ii) Describe in forceful terms tfie likely consequences 
of default, including adverse credit reports and litigation; and 

(iii) In the case of a student borrower of a GSL or SLS 
program loan (other than a loan made or originated by the 
school), emphasize that the borrower is obligated to repay 
the full ajnount of the loan even if the borrower does not 
complete the program, is unable to obtain employment I'-^^n 
completion, or is otfienvise dissatisfied with or does net 
•eceive the educational or other services that the borrower 
purchased from tiie school. 

(3) AdditionaI matters thatthe Secretary recommends 
that a school include in the initial counseling session or 
materials are set forth in Appendix D to 34 CFR Part 668. 

(g) Exit counseling. (1) A school shall conduct in- 
person exit counseling with each GSL and SLS borrower 
shortiy before the borrower ceases at least half-time study at 
the school, except that— 

(1) In the case of a correspondence school, the school 
shall provide ihe borrower with written counseling materials 
by mail within 30 days after the oorrower completes the 
program; and 

(ii) If the borrower withdraws from school without the 
school's prior knowledge, or fails to attend an exit counseling 
cessfon as scheduled, the school shall mail written counsel- 
ing material to the borrower at the borrower's Ia5t known 
address within 30 days after learning that the borrower has 
withdrawn from school or failed to attend the scheduled 
session. 

(2) In conducting the exit counseling the school must- 



(i) Provide ihe borrower with general information with 
resppct to the average indebtedness of the students who 
have obtained GSL or SLS program loans for attendance at 
that school; 

(ii) Inform the student as to the average antidpated 
monthly repayment for those students based on thataverage 
indebtedness; 

(iii) Review for the borrower available repayment 
options (e.g., loan consolidation, refinancing); 

(iv) Suggest to the borrower debt management strate- 
gies that the school determines wouki best tecifitate repay- 
ment by the borrower; and 

(v) Include the matters described in paragraph (f)(2) of 
this section. 

(3) Adc5tional matters that the Secretary recommends 
that a school include in the exit counseling session or 
materials are set forth in Appendix D to Part 668. 

(4) The school shall maintain in the student borrower's 
file documents substantiating the schoors compOance with 
paragraphs (f)^g) of this sectwn as to that borrower. 

(Authority: 20 U.S.C. 1077, 1078. 1078-1. 1082. 1085, 1092 
1094) 

(Reporting and recordkeeping requirements were approved 
by the Office of Management and Budget under control 
number 1640^538) 

Sea 682.605 Determining the date of a atudant*a 
withdrawar. 

(a) Purpose. This section establishes rules for hov** a 
school shall determine the withdrawal date for a student to 
whom or on whoso behalf a loan has been made under this 
part, for the purpose of reporing to the lender the date that 
the student has withdrawn from the school and for determin- 
ing when a refund must be paid under Sec. 682.607 of this 
part 

(b) The withdrawal date. (1) Except as provided in 
paragraphs (b)(2) and (b)(3) of this section, the students 
withdrawal date is the eariier of- 

(1) The date the student notifies the school of tfie 
students withdrawal, or the date of withdrawal specified by 
the student, whichever is later; or 

(11) The date of witiidrawal, aj determined by the 
school. 

(2) if the student has not retumed to school at the 
expiration of a leave of absence approved under paragraph 
(c) of this section, the students witiidrawal date is the date of 
the first day of the leave of absence. 

(3) If ine student is enrolled in a program of study by 
correspondence, the students withdrawal date is normally 
60 days after the due date of a required lesson that tfie 
student failed to submit in accordance with the schedule for 
lessons established under Sec. 682.602. However, if tfie 
student establishes in writing, within the 60-day period, a 
desire to continue in the program and an understanding that 



the required lessons must be submitted on time, tho school 
may restore that student to in-school status for purposes of 
the loan made under this part The school shp|! not grant the 
student more than one restoration to in-school status on this 
basis. 

(4) For the purpose of a schoofs reporting to a lender, 
a students withdrawal date is the month and year of the 
withdrawal date determined under paragraphs (b}(1 ) through 
(b)(3) of this section. 

(c) Leaves of absence. A student who has oeen 
absent from school and has been granted a leave of absence 
by a school. In accordance with this paragraph. Is not 
considered to have withdrawn from school for purposes of 
this section. In any tweive*month period, a school may grant 
no more than a single leave of absence to a student, provided 
that- 

(1) The student has made a written request to be 
granted a leave of absence; 

(2) Theleaveofabsenceinvolvesnoaddhional charges 
by the school to the student; and 

(3) The leave of absence does not exceed- 
(i) Sixty days; or 

(fi) Six months, under either of the following circum- 
stances: 

(A) The school is not a conespondence school and 
the school's next period of enrollmen: after the start of the 
leave of absence would begin more than 60 days after the 
first day of the leave of absence. 

(B) The leave of absence is requested because of the 
student's medically determinable condition, in which case 
the student must provide the school with a written recom- ' 
mendation from a physician for a leave of absence longer 
than 60 days. 

(Authority: 20 U.S.C. 1078-2. 1082. 1094) 

Sea6S2.606. Refund Policy. 

(a) General. (1) A school shall have a fair and equi- 
table refund policy under which the school shall make a 
refund of unearned tuition, fees, room and beard and other 
charges, to a student who received a GSL or SLS Program 
loan, or whost* parent received a PLUS Program loan on 
behalf of the student, if the student-— 

(1) Does not register for the period of attendance for 
which the loan was intended; or 

(ii) Withdraws orotherwise fails to complete the period 
of enrollment for which the loan was made. 

(2) The school shall provide a written statement con- 
taining its refund policy, together with examples of the 
application of this policy, to a prospective student prior to the 
student's enrollment, and shall make its polky known to 
currently enrolled students. The school shall include In its 
statement the procedures that a student must follow to obtain 
a refund, but the school shall pay to the lender the portion of 



a refund allocable to the students GSL. SLS, or PLUS 
program k)ans under 34 CFR Part 668 whether or not the 
student foHows those procedures. If the school changes its 
refund poGcy , it shall ensure that ail students are made aware 
of the new policy. 

(b) Fair and equitable refund policy. A school's refund 
policy is foir and equitable 

(1) That poU/ provides for a refund of at least the 
larger of the amount provided under— 

(1) The requirements of applicabk' State law; or 

(ii)(A) The specific refund standards established by 
the school's natiK^ally recognized accrediting agency and 
approved by the Secretary; or 

(B) If no such standards exist, the specific refund 
poTtcy standards contained in Appendix A to this part, or the 
refund policy standards set by another assodatbn of institu- 
tions of postsecondary education and approved by the 
Secretary; and 

(2) Withm 60 days after the school's receipt of notice 
from the Secretary that its fiscal year default rate, as defined 
in 34 CFR Part 668, exceeded 30 percent for any fiscsd year 
after 1986, and conb'nubg unta the Secretary notifies the 
school that its rate was equal to or less than 30 percen t for a 
subsequent fiscal year, the school's polk^ oonfonns with the 
pro rata refund calculation described in paragraph (c) of this 
section or the requirements of paragraph (b)(1) of this 
section, whichever results in the larger refund amount 
However, the pro visk>ns of paragraph (bK2) of this sect»n do 
not apply to the school's refund policy for any student whose 
last recorded day of attendance is after the eariier of— 

(i) The halfway point (in time) for the students pro- 
gram of study; or 

(H) Six months after the commencement of the stu- 
dents program. 

(c) (1) "Pro rata refund.* as used in this section, means 
a refund by the school of not less than that portion of the 
tuition, fees, room and board, and other charges assessed 
the student by the school equal to the portbn of the period of 
enrollment for which the student has been ch rged that 
remains on the last recorded day of attendance by the 
student, rounded downward to the nearest 10 percentof that 
period, less any unpaid charges owed by the student for the 
period of enrollment for which the student has been charged, 
and less- 

(1) A reasonable administrative fee not to exceed the 
lesser of 5 percent of the tuition, fees, room and board, and 
other charges assessed the student, or $100; and 

(ii) Charges authorized by paragraph (c)(5) of this 
section. 

(2) For purposes of paragraph (c)(1) of soctwn, in 
the case of a program that )s measured in credit hours, "the 
portion of the period of enrollment for which the student has 
been charged that remains" is defennined divWing the 
total number of weeks comprising the period of enrollment for 
which the student hb.^ been charged into the number of 
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weeks remaining in that period as of the last recorded day of 
attendance by the student. 

(3) For purposes of paragraph (c)(1) of this section, in 
the case of a program that is measured in dock hours, the 
portion of the period of enrollment for which the student has 
been charged that remains" is determined by dividing the 
total clock hours comprising the period of enrdtment for 
which the student has been charged into the number of dock 
hoursremaining to be completed by the studentinthatperiod 
as of the last recorded day of attendance by the stojdent 

(4) For purposes of paragraph (c)(1 ) of this sectk>n, in 
the case of a correspondence program, the portion of the 
periodof enrollment forwhich the studenthas been charged 
that remains" is determined by divkiing the total number of 
lessons comprising the period of enrollment for which the 
student has been charged into the total number of such 
lessons not submitted by the student 

(5) A school may reqnre that equipment issued to the 
student by the school that the school would reissue to 
another student be returned by a student once the school 
determines that the borrower has withdrawn, if the school 
makes a written request for that return that is received by the 
student within lOdays of thedateof thatdeterminatwn. Ifthe 
school notified the student In writing prior to enrollment that 
return of the speafc equipment involved wouM be required 
If the ftudent withdrew, the school may deduct from the 
refund owed under this sectwn the documented cost to the 
school of that equipment if the student fails to return it within 
1 0 days of the date of the student's receiptor the requestfrom 
the school. However, the school may not delay its payment 
of a refund to a lender under Sec. 82.607 reason of th:s 
process. 

(Authority: 20 U.S.C. 1078. 1078-1. 1078-2. 1082. 1094) 

(Approved by the Office of Management and Budget under 
control number 18400538) 

Sec. 682.607 Payment of a refund to a lender. 

(a) General. By applying fora GSLPor PLUS Program 
loan, a borrower authorizes the school to pay directly to the 

lenderthatportionofarefundfrom the school thatis allocable 
to the loan. A school- 

(1) Shall pay that portion of t^e student's refund that 
IS allocable to a GSLP or PLUS Program loan to- 

(1) The original lender; or 

(ii) A subsequent holder, ifthe loan has been trans- 
ferred and the school knows the new holder's identity; and 

(2) Shall provide simultaneous written notice to the 
borrower and. if the borrower is a parent, to the student on 
whose behalf the loan was made, when the school pays a 
refund to a lender on behalf of that student. 

(b) Allocation of refund. In detemiining what portion of 
a student's refund for an academic period is '-'locable to a 
loan received by the borrower for the same academic period, 
the school shall follow the procedures established In 34 CFR 
Part 668. 

(c) Timely payment. A school shall pay a refund that 
is due— 



(I ) Within 60 days after the eariiest of the— 

(1) Students withdrawal as determined under Sec. 
82.605 (b)(1)(i? or (b)(3); 

(II) Expiratkm of the academic term (e.g.. semester, 
quarter, or trimester) in which the student withdrew, as 
detemiined under Sec. 82.605(b)(1)(il); 

(Hi) Expiratton of the period of enrdlment for which the 
toan was tnade\ or 

(iv) The date on v/hkh tiie school makes a determina- 
tion that the student has withdrawn under Sec. 8a605(b)(1 )(»); 

(2) In the case of a student who does not return to 
school at the expiration of an approved leave of absence 

underSec. 82.605(c). within30days after the last day ofthat 
leave of absence. 

(d) Transition requirements. In the event of a school's 
ctoaire. temiination. suspension of operations, or charge in 
ownership, the school or its successors shall make provi- 
sions for compliance with the requirements of this sectk>n 
with regard to students who obtained, or on whose behalf 
parents obtained, toans for periods of attendance at the 
school that began prior to the school's change in status. 

(Authority: 20 U.S.C. 1078-2. 1082. 1094) 

Sec, 682,608 Termination ofa school's lending ellgIb!Hty. 

(a) General. The Secretary temiinates a school's 
eligibility to make loans under this part, if the school reaches 
the 15 percent limit on loan defaults described in paragraph 
(b) of this section. 

(b) The 15 percent limit (1) 9 Secretary terminates 
a school's eligibility to make toans if. at the end of each of the 
two most recent consecutive fiscal years for whfch data are 
available, the total amount of loans described in paragraph 
(b)(1 )(i) of this section is equal to or greater than 1 5 percent 
of the total amount of kjans described in paragraph (b)(1)(r!) 
of this sectk>n: 

(1) The original principal amount of all loans the school 
has ever made that went into default during that period. 

(ii) Thecriginal prindpal amountof all loans the schod 
has ever made, induding loans in defemient status that- 

(A) Were in repayment status at the beginning ofthat 
period: or 

(B) Entered repayment status during that period. 

(2) In making the datemiination under this section, the 
Secretary considers the status of all GSLP and PLUS Pro- 
gram loans made by the schod. whether the loans are held 
by the school or by a subsequent holder. 

(c) Exception based on hardship. The Secretary does 
not tenninate a schod's lending eligibility under paragraphs 
(a) and (b) of this sectfon if the Secretary determines that the 
temiination would result in a hardship for the schod or its 
students. The Secretary mak3s this determination if the 
school shows that- 
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(1) Termination is not justified in light of recent im- 
provements the school has made in its collection capabilities 
that will cause the sciiool's loan delinquency rate to improve 
within the next year. Examples of these improvements in- 
dude- . 

^i) Adopting more efficient collection procedures; or 
(ii) Empk)ying increased collection staff; or 

(2) Termination would cause a substantial hardship to 
the school's current or prospective students or their parents 
based on- 

(1) The extent to which the school provides, and 
expects to continue to pro\^de, educational opportunities to 
economically disadvantaged students, as measured by the 
percentage of students enrolled at the school who- 

(A) Are in families that fail within the "low-Income 
family" category used by the Bureau of the Census; 

(B) Would not be able to enroll, or continue their 
enrollment, at that school without a loan from the school; and 

(C) Would not be able to obtain a comparable educa- 
tion at another school; 

(ii) The extent to which the school offers academic 
programs that- 

(A) Are unique In the geographical area that the 
school serves: and 

(B) Would not be available to some students if they or 
their parents could not obtain loans from the school; and 

(iii) The quality of improvements the school has made 

in its- 

(A) Management of student financial assistance pro- 
grams; and 

(B) Conformance with sound business practices. 

(d) Termination procedures. (1) The Secretary does 
not terminate the lending eligibility of a school under this 
section until the school has been notified of the impending 
action and has had an opportunity for a hearing. 

(2) The Secretary or a Department or Education 
official designated by the Secretary begins a termination 
action by sending a notice to the school. The notice is sent by 
cortiried mail with return receipt requested. The notlce- 

(i) Informs the school of the intent to terminate the 
school's lending eligibility because of the schoors default 
experience; 

(ii) Spedfies the proposed effective date of the temii- 
nation as the following October 1; and 

(iii) Informs the school that it has 15 days to- 

(A) Submit any written material it wants considered in 
determining whether its lentng eligibility should be temii- 
nated under paragraphs (a) and (b) of this section, including 



written material in support of a hardship exception under 
paragraph (c) of this section; or 

(B) Request a hearing to show why the school's 
lending eligibility should not be temilnated 

(3) If the school does not request a hearing but 
submits written material, the Secretary or the designated 
official considers that material and notifies the school as to 
whether the termination action will be taken. 

(4) The Secretary or the designated official (presiding 
officer) schedules the date and place of a hearing for a school 
that has requested a hearing. The date of the hearing is at 
least 15 days from the date of receipt of the request The 
presiding officer- 

(i) Conducts the hearing; 

(ii) Considers all written material presented before the 
hearing and any other material presented during the hearing; 
and 

(iii) Determines if termination of the school's lending 
eligibility Is warranted 

(5) The decision of the presidng officer, in the event 
that the school has submitted written material but has not 
requested a hearing, is subject to review by the Secretary. 

(e) Effects of termination. A school that has its lendng 
eligibility terminated under this section may not- 

(1) Make further loans under this part unless it has 
entered into a new lencfing agreement with the Secretary 
under Sec. 682.601; or 

(2) Enter into a new guarantee agreement with the 
Secretary until at least one year after the school's lending 
eligibility has been terminateid under this section. 

(f) Schools under the same ownership. If a school 
makes a han to students or parents of students in atten- 
dance at other schools under the same ownership, the 
Secretar>* may make the determinations required by this 
section by- 

(1) Treating all of the schools as one school; or 

(2) Treating each school on an individual basis. 
(Authority: 20 U.S.C. 1078-*:, '^2. 1085) 

Sec 682.609 Remedial actions. 

(a) The Secretary requires a school to repay to the 
Secretary f^ds paid by the Secretary to other program 
partidpants if the Secretary determines that the payment 
resulted, in whole or in part, from- 

(1) The school's violation of a Federal statute or 
regulation; or 

(2) The schooFs negligent or willful false certification. 

(b) The Secretary's dedsioh to require repayment of 
funds by a school, to withhold funds from a school, or to limit, 
suspend or temiinate a schoors GSL or PLUS Program 
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participation^ does not become final until the Secretary 
provides the school with written notice of the Intended action 
and an opportunity to be heard. However, the Seaetary may 
wjthhold payments from a school or suspend an agreement 
with a school prior to giving notice and an opportunity to be 
heard if the Secretary finds that emergency action necessary 
to prevent substantia! harm to the Federal interest 

(c) Notwithstanding paragraph (a) of this section, the 
Seaetary may waive the right to require repayment of funds 
by a school if» in the Secretary's judgment, the best interest 
of the United States so requires. 

(d) Once final, the Secretary's decision to require 

repayment of funds or to take other remedial action against 

a school under this section is conclusive and binding on the 

school. (Note: A decision by theSecretaiy under this section 

is subjecttojudicialreviewunder5U.S.C.706and41 U SC 
321-322.) 

(Authority: 20 U.S.C. 1078-2» 1082» 1094) 

Sec. 682.610 Records, reports, and Inspection 
requlremanu for participating schools. 

(a) General. Each school shall- 

(1) Establish and maintain proper administrative and 
fiscal procedures and all necessary records as set forth in the 
regulations in this part and in 34 CFR Part 668 in order to- 

(1) Protect the rights of students and parent bon-owers; 

(ii) Protect the United States from unreasonable riskof 
loss; and 

(iii) Comply with any specific requirements in those 
regulations; and 

(2) Submitall reports required by this part and 34 CFR 
Part 668 to the Secretary. 

(b) Loan record requirements. In addition to records 
required by 34 CFR Part 668, for each loan received under 
this part by or on behalf of its students, a school shall maintain 
a copy of the loan application and a record of- 

(1) The name of the lender; 

(2) The address of the lender; 

(3) The amount of tlie loan and the period of atten- 
dance for which the loan was intended; 

(4) The data used to construct an individual student 
budget or the school's itemized standard budget u.sed in 
calculating tiie studr u's estimated cost of attendance; 

(5) The amount of the student's tuition and fees paid 
for tiie loan period and the date tiie student paid tiie tuition 
and fees; 

(6) In tfie case of a GSLP loan for which the borrower 
applies for interest benefits under Sec. 682.301, the data 
used to determine tfie student's adjusted gross family in- 
come and tfie student's expected family contribution, and the 
corresponding certification by the school to tfie lender; 



(7) In the case of a GSLP loan- 

(i) The date tfie school received each loan disburse- 
ment and the amount of tfiat disbursement; 



and 



(ii) The date tfie school endorsed each loan check; 



(iii) The date or dates of transmittal of tfie loan pro- 
ceeds by the school to tfie student; and 

(8) A record of tfie studenrs job placement, if known. 

(c) Student status reports. A school shall- 

(1 ) Upon receipt of a student confirmation report form 
from tfie Secretary or a similar status confimiation report 
fomi from any guarantee agency, complete and return, witfiin 
30 days of receipt, tfiat report to tfie Secretaiy or tfie 
guarantee agency, as appropriate; and 

(2) Promptfy notify tfie lender- 

(i) When the school discovers tfiat a student who has 
received a GSLP loan has ceased to be enrolled on at least 
a half-time basis and it does not expect to submit, witfiin tiie 
next 60 days, its next student confimiation report to the 
Seaetary or the guarantee agency; 

(ii) When tfie school discovers tfiat a PLUS Program 
loan has been made to or on behalf of a studentwho has been 
accepted for enrollment at tfiat school but who fails to enroll 
on at least a half-time basis for tfie period for which tfie loan 
was intended; or 

(iii) When tfie school discovers tfiat a full-time student 
to whom a PLUS Program loan was made has ceased to be 
enrolled on a full-time basis. 

(d) Record retention requirements. Unless otfienvise 
directed by the Seaetary, the school or its successors- 

(1) Shall keep all records required under tfie regula- 
tions In tfiis part for five years following the last day of tfie 
period for which tfie loan was intended; 

(2) Shall keep for five years after tfieir completion 
copies of reports and otfier fomis used by tfie school relating 
to tfie GSLP or the PLUS Program; 

(3) Shall provide, in tfie event of tfia school's closure, 
tenniriation. suspensfon, or change of ownership, for tfie 
retention of tfie records and reports required by tfie regula- 
tions in tills part and for access by tfie Seaetary or his 
autfiorized representatives to tfiose records and reports; and 

(4) K'ay keep records and copies of reoorts on micro- 
film or in computer fonnat. 

(e) Inspection requirements. Upon request, a school 
shall afford tfie Seaetary, a guarantee agency, and any of 
tfieir autfiorized representatives, access to its records in 
order to verify the accuracy of its reports or tfie school's 
compliance witfi tfie Act and apolicable regulations. 

(f) Infjnnation sharing. Upon request, a school shall 
promptly provide a lender or guarantee agency with any 
infomiation it has respecting the last known address, sur- 
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name, emptoyer. and emptoyer address of a borrower who 
attends or has attended the school 

(g) Reports to the Secretary. With respect to each 
program for which a disdosure to a prospective student is 
required by 34 CFR 668.44 to be made using a form set forth 
in Appencix A. Part 668. a school shall, between October 1 
and December 31 of each year, transmit to the Secretary— 

(1) A completed copy of that fomi containing the most 
recent data required by Part 668 to be included on the fomi; 
and 

(2) Information showing the total amount of charges 
for tuition, fees, equipment, books, and supplies for the 
program. 

Autiiority:20U.S.C. 1078-2. 1082, 1094) 

(Reporting and recordkeeping requirements were approved 
by the Office of Management and Budget under control 
number 18404)538) 

Subpart G-Limitation, Suspension, or 
Termination of Lender Eligibility Under the 
Guaranteed Student Loan Program and the 
PLUS Program 

Source: 51 FR 40923. Nov. 10. 1986, unless otherwise 
noted. 

Sac 682.700 Purpose and scope. 

(a) This subpartgovems the limitation, suspension, or 
termination of the eligibility of an otherwise eligible tender to 
participate in the GSLP and the PLUS Program. The regula- 
tions in this subpart apply to a lender that violates any 
statutory provision governing the GSLP or the PLUS Pro- 
gram or any regulations, spedal arrangements, agreements, 
or limitations prescn'bed under the GSLP or the PLUS 
Program. These regulations apply to tenders that parddpate 
in a guarantee agency program as well as lenders that 
partidpate in the FISLP or the Federal PLUS Program. 

(b) This subpart does not apply- 

(1) To a determination that an organization fails to 
meet the definition of "eligible lender^ in section 435(g)(1) of 
the Act or the definition of lender In Sec. 682.200; 

(2) To a school's loss of lending eligibility under Sec. 
682.608: or 

(3) To an administrative action by the Department of 
Education based on any alleged violation of- 

(i) The Family Educational Rights and Privacy Act of 
1974 (Section 438 of the General Education Provisions Act), 
which is governed by 34 CFR Part 99; 

(ii) Title VI of the Civil Rights Act of 1964. which is 
govemed by 34 CFR Parts 100 and 101; 

(iii) Section 504 of the Rehabilitation Act of 1973 
(relating to discrimination on tha basis of handicap), which is 
govemed by 34 CFR Part 104; or 



(iv) Title IX of the Education Amendments of 1972 
(relating to sex discrimination), which is govemed by 34 CFR 
Part 106. 

(c) This subpart does not supplant any rights or 
remedies that the Secretary may have against partidpating 
lenders under other authorities. 

(Authority: 20 U.S.C. 1078-2. 1080. 1082. 1094) 

Sec 682 J01 Definitions of terms used In this subpart 

The following definitions are used in this subpart: 

Designated Departmental offidal: An offidat of the 
Department of Education to whom the Secretary has dele- 
gated the responsibility for initiating and pursuing limitation, 
suspension, or termination proceedings. 

Limitation: The continuation of a lender's eligibility 
subject to compliance with special conditions established by 
the Secretary as the result of a limitation or termination 
proceeding. 

Suspension: The removal of a lender's eligibility for a 
spedfied period of time or until the lender fulfills certain 
requirements. 

Termination: The removal of a tender's eligibility for an 
indefinite period of time. 

(Authority: 20 U.S.C. 1078-2. 1080. 1082. 1094) 
Sec. 682 J02 Effect on participation. 

(a) Limitation, suspension, or termination proceed- 
ings do not affect a lender's responsibilities, or rights to 
benefits and claim payments, that are based on the lender's 
prior part'cipation in the program, except as provided in 
paragraph (c) of this section and in Sec. 682.70?^. 

(b) Effect of limitation: A limitation imposes on a 
lender- 

(1 ) A limit on the number of total amount of GSLP or 
PLUS Program loans that a lender may make, purchase, or 
hold; 

(2) A limit on the number of total amount of GSLP or 
PLUS Program loans a lender may make to, or on behalf of, 
students at a particular school; or 

(3) Other reasonable requirements or conditions, 
including tliose described in Sec. 682.709. 

(c) Etiect of termination : After the effective data of the 
termination of a lender's eligibility, the Secretary does not 
guarantee new loans made by that lender or pay interest 
benefits, spedal allowance, or reinsurance on new loans 
guaranteed by a guarantee agency after that date. The 
Secretary may also prohibit the lender from making further 
disbursements on a loan for which a guarantee commitment 
has already been issued. 

(Authority: 20 U.S.C. 1078-2, 1080. 1082. 1094) 

Sec. 682.703 informal compliance procedure. 
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(a) The Secretary may use the informal compliance 
procedure in paragraph (b) of this section if the Secretary 
receives a complaint or other reliable information Indicating 
that a lender may be in violation of applicable laws, regula- 
tions, spedal arrangements, agreements, or limitations. 

(b) Under the Informal compliance procedure, the 
Secretary gives the lender a reasonable opportunity to- 
ll) Respond to the complaint or information; and 

(2) Show that the violation has been corrected or 
submit an accepiable plan for connoting the violation and 
preventing Its recuTence. 

(c) The Secretary does not delay limitation, suspen- 
sion, or temiinalion procedures during the infomial compli- 
ance procedure if- 

(1) The delay would hami the GSLP or the PLUS 
Program; or 

{?.) The Informal compliance procedure will not result 
In correction of the alleged violation. 

(Authority: 20 U.S.C. 1078-2, 1080, 1082, 1094) 

Sec. 682.704 Emergency action. 

(a) The Secretary, or a designated Departmental 
official, may take emergency action to stop the issuance of 
guarantee commitments and the payment of interest benefits 
and spedal allowance to a lender if the Secretary- 

(1) Receives reliable inlomiation that the lender is in 
violation of applicable laws, regulations, special arrange- 
ments, agreements, or limitations; 

(2) Determines that immediate action is necessary to 
prevent the likelihood of substantial losses by the Federal 
Government, parents, or smdents; and 

(3) Determines that the likelihood of loss exceeds the 
importance of following the procedures for limitation, sus- 
pension, or temiination. 

(b) The Secretary begins an emergency action by 
notifying the lender, by certified mail with return receipt 
requested, of the action and the basis for the action. 

(c) The effective date of the action islhe date the 
notice IS mailed to the lender. 

(d) (1) An emergency action does not exceed 30 days 
unless a limitation, suspension, or temilnation proceeding is 
begun before that time expires. 

(2) If a limitation, suspension, ortennlnalion proceed- 
ing Is begun before the expiration of the 30-day period- 

(i) The emergency action may be extended until 
complefon of the proceeding, including any appeal to the 
Secretary; and 

(ii) The Secretary provides, upon the request of the 
lender, an opportunity for the lender to demonstrate that the 
emergency action is unwarranted. 



(Authority: 20 U.S.C. 1078-2, 1080, 1082, 1094) 
Sea 682.705 Suspension proceedings, 

(a) Scope. (1) A suspension removes a lender's 
eligibility under the GSLP and the PLUS Program, and the 
Secretary does not guarantee or reinsure a new toan made 
by the lender during a period not to exceed 60 days from the 
effective date of the suspension, unless- 

(1) The lender and the Secretary agree to an extension 
of the suspension period, if the lender has not requested a 
hearing; or 

(ii) The Secretary begins a limitation or a termination 
proceeding. 

(2) If the Secretary begins a limitation or a temilnation 
proceeding before the suspension period ends, the Secre- 
tary may extend the suspension period until the completion 
of that proceeding, indudi'ig any appeal to the Secretary. 

(b) Notice. (1) The Secretary, or a designated Depart- 
mental official, begins a :;uspenslon proceeding by sending 
the lender a notice by certified mail with return receipt 
requested. 

(2) The notice- 

(i) Infonns the lender of the Secretary's intent to 
suspend the lender's eligibility for a period not to exceed 60 
days; 

(ii) Describes the consequenc i of a suspension; 

(lii) Identifies the alleged violations on which the 
proposed suspension is based; 

(iv) States the proposed effective date of the suspen- 
sion, which is at least 20 days after the date of mailing of the 
notice; 

(v) Infonns the lender that the suspension will not take 
effect on the proposed effective date If the Secretary re- 
ceives, at least five days prior to that date, a request for a 
hearing or written material showing why the suspension 
should not take effect; and 

(vl) Asks the lender to correct any alleged violations 
voluntarily. 

(c) Hearing. (l) If the lender does not request a 
hearing but submits written material, the Secretary, or a 
designated Departmental official, considers the material 
and- 

(1) Dismisses the proposed suspension; or 

(ii) Notifies the lender of the effective date of the 
suspension. 

(2) If the lender requests a hearing within the time 
spedfied In paragraph (b)(2)(v) of this section, the Secretary 
schedules the date and place of the hearing. The date is at 
least 1 5 days after receipt of the request from the lender. No 
proposed suspension takes effect until a hearing is held 
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(3) The hearing is conducted by a presiding officer 

who- 

(1) Ensures that a written record of the hearing is 

made; 

(ii) Considers relevant written material presented 
before the hearing and other relevant evidence presented 
during the hearing; and 

(ill) Issues a dedsion, based on findings of fact and 
conclusions of iaw, tf^t may suspend the lender's eligibility 
only If the presiding officer is persuaded that the suspension 
is warranted by ihe evidence. 

(4) The fomial rules of evidence do not apply, and no 
discovery, as provided in the Federal Rules of Civil Proce- 
dure, is required. 

(5) The presiding officer shall base findings of fact only 
on evidence considered at or before the hearing and matters 
given official notice. 

(6) The initial decision of thepresiclngofficeris mailed 
to the lender. 

(7) The Secretary reviews the dodslon of the presid- 
ing officer. The Secretary affimis a dedsion of the presiding 
officer imposing a suspension unless it is clearty unsup- 
ported by the evidence. The Secretly affirms a decision 
declining to impose a suspension if the Seer' tary believes 
suspension is not warranted by theewience. The Secretary 
notifies the lender of the Secretary's decision by mall. 

(8) A suspension takes effect on either the date that 
the notice of a decision imposing the &js pension is mailed to 
the lender, or on the original proposed effective date stated 
in the notice sent under paragraph (b) of this section, which* 
ever Is later. 

(Authority: 20 U.S.C. 1078-2, 1080, 1082, 1094) 

Sec 682.706 Limitation or termlna tlon proceedings. 

(a) Notice. (1} The Secretary-, oi a designated Depart- 
mental official, begins a limitation or teimination proceeding, 
whether or not a suspension proceeding has begun, by 
sending the lender a notice by certit'ed mail with return 
receipt requested. 

(2) The notice- 

0) Infomis the lender of the Secretary's intent to limit 
or terminate the lender's eligibility; 

(ii) Describes the consequence}? of a limitation or 
termination; 

(iii) Identifies the alleged violaticns cn which the 
proposed limitation or temiination Is based; 

(iv) States the limits which may be imposed, in the 
case of a limitation proceeding: 

(v) States the proposed effective date of the limitation 
or termination, which is at least 20 days after the date of 
mailing of the notice; 



(vi) Informs tha lender thatthellmitation or termination 
will not take effect on the proposed effective date if the 
Secretary receives, at least five days prior to that date, a 
request for a hearing or written material showing why the 
limitation or termination should not take effect; and 

(vii) Asks the lender to voluntarily connect any alleged 
violations. 

(b) Hearing. (1) If the lender does not request a 
hearing but submits written material, the Secretary, or a 
designated Departmental official, considers the material 
and- 

(1) Dismisses the proposed limitation or termination; or 

(11) Notifies the lender of the effective date of the 
limitation or termination. 

(2) if the lender requests a hearing within the time 
specified in paragraph (a)(2)(vi) of this section, the Secretary 
schedules the date and place of the hearing. The date is at 
least 15 days after receipt of the request from the lender. No 
proposed limitation or termination takes effect until a hearing 
is held. 

(3) The hearing is conducted by a presiding officer 

who- 

(I) Ensures that a written record of the hearing is 

made; 

(il) Considers relevant written material presented 
before the hearing and other relevant evidence presented 
during the hearing; and 

(iii) issues an initial decision, based on findings of fact 
and conclusions of law, that may limit or terminate the 
lender's eligibility If the presiding officer is persuaded that the 
limitation or termination is waranted by the evidence. 

(4) The formal rules of evidence do not apply, and no 
discovery, as provided in the Federal Rules of Civil Proce- 
dure, is required. 

(5) The presiding officer shall base findings of fact only 
on evidence considered at the hearing and matters given 
official notice. 

(6) If a termination action is brought agalnsta lender, 
and the presiding officer concludes that a limitation is more 
appropriate, the presiding officer may issue a decision im- 
posing one or more limitations on a lender rather than 
temiinating the lender's eligibility. 

(7) The initial decision of the presiding officer is mailed 
to the lender. 

(8) Any time schedule specified in this section may be 
shortened with the approval of the preslcfing officer and the 
consent of the lender anJ the Secretary or designated 
Department official. 

(9) The presiding officer's Initial decision automati- 
cally becomes the Secretary's final decisbn 20 days after It 
is issued, unless thelender ordeslgnated Departmentoffidal 
appeals the dedsion to the Secretary within this period. 
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(Authority; 20 U.S.C. 1078-2. 1080. 1082. 1094) 

Sac 682.707 Appeals in a limitation or termination 
proceeding. 

(a) If the lender or designated Departmental official 
appeals the initial decision of the presiding officer in accord- 
ance with Sec. 682.706(b)(9), the Secretary- 

(1 ) Sets a lime period for the appealing party to submit 
additional written material, including exceptions to the initial 
decision, proposed findings and conclusions, and supporting 
briefs and statements; 

(2) Sets a time by which the opposing party must 
respond; and 

(3) Issues a final dec4sion affirming, modifying, or 
reversing the initial decision, including a statement of the 
reasons for the Secretary's decision. 

(b) Any party submitting material to the Secretary 
must provide a copy to each party that participates in the 
hearing. 

(c) If the presiding officer's initial decision would limit 
or terminate the lender's eligibility, it does not take effect 
pending the appeal, unless the Secretary determines that a 
stay of the effective date would seriously and adversely affect 
the GSLP. the PLUS Program, students, or parents. 

(Authority: 20 U.S.C. 1078-2. 1080. 1082. 1094) 

Sec. 682.708 Evidence of mailing and receipt dates. 

(a) All mailing dates and receipt dates referred to in 
this subpart are evidenced by the original receipts from the 
U.r Postal Service. 

(b) If a lender refuses to accept a notice mailed under 
this subpart, the Secretary considers the notice as being 
received on the date that the lender refuses to accept the 
notice. 

(Authority: 20 U.S.C. 1078-2, 1080, 1082. 1094) 

Sec. 682.709 Reimbursements, refunds, and offsets. 

(a) As part of a limitation or termination proceeding, 
the Secretary, or a designated Departmental official, may 
require a lender to take reasonable corrective action to 
remedy a violation of applicable laws, regulations, special 
arrangements, agreements, or limitations. 

(b) The corrective action may include payment to the 
Secretary or recipients designated by the Secretary of any 
funds, and any interest thereon, that the lender improperly 
received, withheld, disbursed, or caused to be disbursed. 

(c) If a final decision requires a lender to reimburse or 
make any payment to the Secretary, the Secretary may offset 
the amount due against any interest benefits, special allow- 
ance, or other payments due to the lender. 

(Authority: 20 U.S.C. 1078-2. 1080. 1082. 1094) 

Sec. 682.710 Removal of limitation. 



(a) A lender may request removal of a limitation 
imposed in accordatKe with the regulations in this subpart at 
any time more than 1 2 months after the effective date of the 
limitation. 

(b) The request must be in writing and must show that 
the lender has connected any violations on which the limita- 
tion was based. 

(c) Within 60 days after receiving the request* the 
•Secreta^- 

(1) Grants the request; 

(2) Denies the request; or 

(3) Grants the request subject tc other limitations. 

(d) (1) If the Secretary denies the request or estab- 
lishes other limitations, the lender, upon request, is given an 
opportunity to show why all limitations should be removed. 

(2) A lender may continue to participate in the SLP 
and the PLUS Program, subject to any limitation imposed by 
the Secretary under paragraph (c)(3) of this section, pending 
a deciston by the Secretary on a request under paragraph 
(d)(1) of this section. 

(Authority: 20 U.S.C. 1078-2. 1080. 1082. 1094) 
Sec. 68Z711 Reinstatement after termination. 

(a) A lender whose eligibility has been terminated by 
the Secretary in accordance with the regulations in this 
subpart may request reinstatement of Its eligibility at any time 
more than 18 months after the effective date of the termina- 
tion. 

(b) The request must be in writing and must show that- 

(1) The lender has corrected any violations on which 
the termination was based; and 

(2) The lender meets all requirements for eligibility. 

(c) A school lender whose eligibility as a participating 
school has been temilnated under 34 CFR Part 668. may not 
be considered for reinstatement as a GSLP or PLUS Pro- 
gram lender until it is reinstated as a participating school. 
However, the school may request reinstatement as both a 
school and a lender at the same time. 

(d) Within 60 days after receiving a request for rein- 
statement, the Secretary- 

(1) Grants the request; 

(2) Denies the request; or 

(3) Grants the request subject to limitations. 

(e) (1) If the Secretary denies the lender's request, or 
allows reinstatement subject to limitations, the lender, upon 
request, is given an opportunity to show why its eligibility 
should be reinstated and all limitations removed. 

(2) A lender, whose eligibility to participate In the 
GSLP and the PLUS Program Is reinstated subject to limita- 
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tons imposed by the Secretary pursuant to paragraph (d)(3) 
of this section, may participate in those programs, subject to 
those limijations, pending a decision by the Secretary on a 
request under paragraph (e)(1 ) of this section. 

(Authority: 20U.S.C. 1078-2, 1080, 1082, 1094) 

(Reporting and recordkeeping requirements contained in 
paragraph (b) were approved by the Office of Management 
and Budget under control number 1840-0538) 

Subpart H-Special Allowance Payments on 
Loans Made or Purchased With Proceeds of 
Tax-Exempt Obligations 

Source: 50 FR 5515, Feb. 8, 1985. unless otherwise noted. 

Sac. 682.800 General. 

An Authority that issues tax-exempt obligations in 
order to make or acquire loans under the Guaranteed Stu- 
dent Loan (GSL) or PLUS programs, or to advance funds to 
another entity for those purposes, shall submit a Plan for 
Doing Business (Plan) to the Secretary. In order for the 
Authority, or the recipient of those funds from tfie Authority, 
to receive special allowance payments on those loans, the 
Secretary must approve the Plan. This subpart lists the 
requirements which must be addressed in the Plan, the 
procedures for its submission, and the documentation re- 
quired with the Plan. The Plan must also include provisions 
that meet the standards established in this subpart. 

(Authority: 20 U.S.C. 1082, 1087-1) 

Sec. 682.801 Definitions applicable to Subpart H. 

The definitions contained in Sec. 682.200 apply to this 
subpart. In addition, the following definitions apply to this 
subpart: 

Authority means any entity, public or private non- 
profit, which may issue tax-exempt obligations in order to 
obtain funds to be used for the making or purchasing of GSL 
or PLUS loans. The term "Authority" includes any agency, 
including a State postsecondary institution or any other 
instrumentality of a State or local governmental unit, regard- 
less of the designation or primary purpose of that agency, 
which may Issue tax-exempt obligations. The term also 
includes any party authorized to Issue such obligal'ons on 
behalf of a governmental agency, and any non-profit organi- 
zation that Issues qualified scholarship funding bonds under 
26 U.S.C. 103(e). 

Bond-use period of an issue means the period In 
which the lendable proceeds of the obligation or obligations 
comprising the issue will be used to make or purchase 
siudent loans. 

Issuing expense means the costs of Issuing the obli- 
gation, including survey costs, advertising and printing costs, 
fee s of financial advisors and counsel, initial fees of trustees, 
paying agents, certifying or authenticating agents, and simi- 
lar expenses. 

Loan or student loan means any loan made under the 
GSL or PLUS programs. 



Lendable proceeds means that portion of the original 
proceeds as defined in 26 CFR 1.103-1 3(b)(2)(l) which is 
neither deposited In a reasonably required reserve or re- 
placement fund as defined In 26 CFR 1.103-14(d), nor 
committed, under the terms of the indenture or other agree- 
ment governing the issue, to be used for debt service or 
administrative and servicing costs of the Authority. 

Obligation means any interest-bearing debt or original 
issue discount debt incurred by an Authority pursuant to its 
borrowing powers. As used in this subpart, this term means 
only an obligation issued to acquire funds for financing or 
refinancing the making or purchasing of student loans. 

Proceeds means that term as used in 26 CFR 1 .103* 
13(b)(2). 

Refunding issue means one described in 26 CFR 
1.103-14(e)(2). 

Service area means the geographic area in which the 
Authority may do business under the Plan. 

Short-term obligation means an obligation with a 
maturity of 270 days or less. 

Source of student loan credit means a party which 
may make or purchase student loans, or provide funds to be 
used for those purposes. 

Tax-exempt obligation means any obligation, the 
income from which is exempt from taxation under the Internal 
Revenue Code of 1954. 

(Authority: 20 U.S.C. 1082, 1087-1) 

Sea 682.802 Provisions required in Plan. 

(a) Each Plan submitted for the approval of the Sec- 
retary must contain provisions necessary to ensure that- 

(1) If an Authority acts as a secondary mmkel for 
student loans, it shall exclude no eligible lender in the service 
area from participation in its program, and shall permit all 
eligible lenders to participate in its program on the same 
terms and conditions; 

(2) No director, officer, or staff member of the Author- 
ity who receives compensation from the Authority may own 
stock in, or receive compensation of any kind from, any 
agency or organization that contracts to service and collect 
the loans in which the Authoiity has a legal or equitable 
interest; 

(3) The Autiiority shall not purchase student loans at 
a premium or discount amounting to more than one percent 
of the unpaid principal amount borrowed plus interest ac- 
crued to tile date of acquisition; 

(4) The Authority shall not pay transfer fees in excess 
of tiie costs of transferring a ban portfolio or a portion of it 
from tile lendar to the Autiiority; 

(5) The Autiiority shall, witiiin tiie limits of funds 
available and subject to appllcabl? State and Federal law, 
make k>ans to, or purchase k>ans made to, all eligible 
borrowers who are residents of, or who seek bans for a 
student to attend a school witiiin, tiie service area of tiie 
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Authority; 

(6) The Authority has a plan under which the Authority 
shall pursue both the recruitment of new lenders to partid- 
pato in a continuing program of benefits to students under 
both the GSL and PLUS programs and the maintenance of 
existing lender commitments to the program; 

(7) The Authority shall secure an annual audit of Its 
loan program operations by a certified public accounting firm 
which will include a review per' Ymed in accordance with the 
audit standards found in Sec. 682.830 of this subpart; and 

(8) The Authority will not Issue tax-exempt obligations 
for amounts in excess of the un met need detemiined accord- 
ing to this subpart for student loan credit 

(b) The Secretaiy approves the Plan if it is submitted 
In the manner described in Sec. 682.803, includes provisions 
needed to Implement the requirements in this section and 
meets the standards set forth in this subpart. 

(Authority: 20 U.S.C. 1082. 1087-1) 

Sea 682.803 Submlttlon of Plan for approval-requlred 
documentation. 

An Authority shall submit with, or include in, each Plan 
submitted for the approval of the Secretary the following: 

(a) If the Authority is a secondary market, a descrip- 
tion of the procedures used to inform eligible lenders of the 
program of the Authority, samples of announcements to 
lenders regarding the Program, and a listing of the types of 
lenders and numbers of each type so infomied. 

(b) If the Authority contracts with an agent to service 
or collect loans in which the Authority has a legal or equitable 
interest, a sample of the forni signed by all directors, officers, 
and staff of the Authority who receive compensation from the 
Authority certifying that these persons do not own stock in or 
receive compensation of any kind from that agent and a list 
of the persons who have signed the fomn. 

(c) If the Authority is a secondary martlet, a schedule 
of the amount of loan transfer fees paid or to be paid by the 
Authority to parties from whom It purchases loans and. If the 
amount of a loan transfer fee is based on an estimate, an 
explanation of how that estimated amount was detemiined. 

(d) A copy of any Federal or State law that thfr 
Authonty believes limits its ability to make or purchase loans 
made to any eligible borrowers who are residents of, or who 
obtained loans for a student to attend, a school located within 
its service area. 

(e) A copy of the plan under which the Authority 
pursues both the recruitment of new lenders to participate in 
a continuing program of benefits to students under both the 
GSL and PLUS programs and the maintenance of existing 
lender commitments to the program. 

(f) A copy of the most recent independent audit of the 
Authority performed in accordance with the audit standards 
found in Sec. 682.830 of this subpart. 

(g) A copy of any survey instrument or written inquiry 
form to be used to solicit from schools, lenders, and second- 



ary markets information from which the Authority measures 
unmet need for student loan credit 

(h) A certification that the Authority is in compliance 
with section 438(d)(2) of the Act (regarding patterns or 
practices resulting in denial of access to student loan credit 
for certain borrowers). 

(Authority: 20 U.S.C. 1082. 1087-1) 

(Approved by the Office of Management and Budget under 
control number 1840*0554) 

Sec. 682.804 Amendments to Plan. 

(a) After a Plan is approved, an Authority shall submit 
to the Secretary amendments to the Plan or such documen- 
tation as may be needed to reflect accurately the polwy and 
practk» of the Authority within 30 days of the date that- 

(1 ) An Authority amends any provision of a Plan which 
had previously been approved by the Secretary; or 

(2) Any documentation or representation previously 
submitted pursuant to Sec. 682.803 has been revised or 
rendered inaccurate in any material aspect. 

(b) An Authority shall promptly amend its Plan to 
comply with changes in applicable statutes and regulations. • 

(Authority: 20 U.S.C. 1082, 1087-1) 

(Approved by the Office of Management and Budqet under 
control number 1840-0554) 

Sec 682.805 Approval of Plan. 

(a) The Secretary promptly reviews a Plan submitted 
for approval to detemiine whether or not it is complete. If the 
Secretary finds that the infomiation or documentation sub- 
mitted ir: or with a Plan is not complete, the Secretary 
provides an explanation to the Authority of why the Plan is 
incomplete. 

(b) The Secretary approves or disapproves the Plan 
within 30 days after receipt of a complete Plan submission. 

(c) A complete Plan submission includes- 

(1) A Plan which adopts the specific provisions listed 
in Sec. 682.802 of this subpart; and 

(2) The documentation described in Sec. 682.803 of 
this subpart. 

(Autliority: 20 U.S.C. 1082, 1087-1) 

Sec. 682.806 Failure to comply with Plan. 

(a) If the Secretary finds that an Authority has failed to 
comply virtth any requirement of its Plan or of this subpart, the 
Secretary takes actions necessary to protect the interrsts of 
the United States. These actions may include the following: 

(1) Withholding payment of special allowances. 



(2) Suspending or revoking approval of the Plan. 
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(3) Determining that loans made or purchased with 
the proceeds of a tax-exempt obligation by the Authority or 
any entity acting for the Authority after thedate of suspension 
or revocation are ineligible for payments of special allow- 
ances. 

(4) Requiring reimbursement from the Authority of 
special allowances paid on loans made or purchased by the 
Authority or any entity acting for the Authority. 

(b) The Secretary's decision to require repayment of 
funds by an Authority, to withhold payments of special 
allowance, or to suspend or revoke approval of a Plan does 
not become final until the Secretary provides the Authority 
with written notice of the Intended action and an opportunity 
to be heard thereon. However, the SecreU..y may withhold 
payments or suspend approval of the Plan prior to giving 
notice and opportunity to be heard if the Secretary finds such 
emergency action necessary to prevent substantial harm to 
Federal interests. 

(c) Once final, the Secretary's decision to require a 
repayment of funds or to take ciier remedial action against 
an Authori^ under this section is conclusive and binding on 
the Authority. 

(Authority: 20 U.S.C. 1082, 1087-1) 

Note: A decision by the Secretary under this section is 
currently subject to judicial review under 5 U.S.C. 706 and 41 
U.S.C. 321-322. 

Sacs. 682.807-682.809 [Reserved] 

Sec. 682.81 OStandards for provisions of Plans for Doing 
Buslness*Need for proposed tax-exempt obligation. 

To implement therequirements of Sec. 682.802(a)(8), 
an Authority shall adopt provisions to determine, according 
to the standards, methodology, and procedures prescribed 
in sees. 682.81 2 through 682.81 Sand sees. 682.820 through 
682.822, that the amount of the lendable proceeds of any 
proposed issue of tax-exempt obligations does no' exceed 
the unmet need for student loan credit in Its service area 
during the bond-use period of that issue. To make the 
determination, the Authority shall first estimate the need for 
student loan credit In its service area according to the 
standards described in Sec. 682.812, or, in the case of a 
refunding issue, in Sec. 682.820. The Authority shall then 
identify the credit resources available to meet that need, and 
estimate the amount of credit available from those resources, 
according to the standards described in Sec. 682.813. That 
portion of the estimated need that exceeds the credit avail- 
able from these resources Is th^e unmet need, as described 
in sees. 682.814 and 682.820. The Authority shall include In 
its Plan provisions to measure those elements which meet 
th e methodology requirem ents in sees. 68 2.8 1 5 and 682.82 1 . 
For each particular tax-exempt obligation, the Authority shall 
demonstrate to the Secretary its compliance with these 
requirements In the manner described in Sec. 682.822. 

(Authority: 20 U.S.C. 1082, 1087-1) 

Sec. 682.811 Timing and advance repayment of tax* 
exempt obligations. 

(a) General. An Authority may issue tax-exempt obli- 
gations in order to obtain funds- 



(1) To make or purchase student toans, or provide 
funds to another for the making or purchasing of student 
loans; 

(2) To retire an obligation Issued to obtain funds for 
these purposes; or 

(3) To retire an obligation issued to retire a prior 
retirement issue. 

(b) Time of issuance. An Authority shall issue no tax- 
exempt obllgation- 

(1) (i) Eariier than six months before the bond-use 
period commences: or 

(ii) If the obligation is pa;! of a refundng Issue, eariier 
than thirty days before it retires the prior obligation; ar d 

(2) Except as provided in paragraphs (d) and (e) of this 
section, later than one year after the Seaetary approves the 
determination of need for the obligation under Sec. 682.822. 

(c) Bond-use period. (i) An Authority shall Issue no 
tax-exempt obligation for which the bond-use period ex- 
ceeds- 

(1) One year, for those proceeds to be used to make 
loans; or 

(ii) Two years, for those proceeds to be used to 
purchase loans. 

(2) An Authority shall use proceeds of a refunding 
issue to retire the prior obligation no later than 30 days after 
the date of issuance of the refunding issue. 

(d) Short-term obligations. (1) At any time after the 
approval of an issue and before the end of the bond-use 
period of that issue, an Authority may, without review by the 
Secretary, issue a short-term obligation in order to replace or 
refund- 

(1) All or part of that approved issue; or 

(II) A short-term obligation issued to replace or refund 
all or part of that approved issue. 

(2) Short-temi obligations issued pursuant to this 
paragraph retain the same bond*use period as the approved 
issue, and must be retired in accordance with the provisions 
of paragraph (g) of this section. 

(e) Credit su pport obligations. At any time and without 
regard to other provisions of this subpart, an Authority may 
issue an obligation to evidence disbursements made under 
a aedit-support agreement, such as a letter of crecfit, and 
promptly used to retire all or part of an Issue approved under 
this subpart. 

(0 Resale of obligations. At any time and without 
regard to other provisions of this subpart, a party providing 
credit support to an Authority, or a mafketir:g agent or similar 
party, may resell an approved obligation or a short-term 
obligation described In paragraph (d) of this section vMdti it 
acquired at the demand of a previous holder of the obligation. 
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(g) Advance repayment (1) Unexpended proceeds. 
(I) Except as provided in paragniph (g)(1)(ii) of this section, 
atthe dose of the bond-use period of an issue, an Authority 
shall promptly repay obligations comprising ih at issue with all 
lendable proceeds of that issue not expended in the bond- 
use period for the purposes in paragraph (a) of this section. 

(ft) An Authority need not use unexpended lendable 
proceeds to repay its obligations under paragraph (g)(1)(i)of 
this section to the extent thalthe Authority can demonstrate 
an unmet need for the unexpended funds (in accordance with 
sees. 682.814 or 682.820. as appropriate) by means of- 

(A) A justification for another issue; or 

(B) A separate justification. 

(2) Loan repayments. An Authority shall use all loan 
repayments to repsy its obffgations in accordance with the 
requirements of paragraph (g)(3) of this section. For pur- 
poses of this section, th^ term ■repayments'' includes aH 
payments of principal, interest, and late charges received 
from borrowers and all payments on default, death, disability, 
itfid bankruptcy claims received from a guarantee agency or 
the Federal government 

(3) (l) An Authority shall use all available repayments 
on loans acquired with the proceeds of an issue to retire a 
portion of that issue no later than the eariier of- 

(A) Receipt of loan repayments in the amount of at 
least 20 per centum of the lendable proceeds of the issue; or 

(B) Four years after the date of issuance, provided 
that loan repaymentsinanamounlofat least five percentum 
of the lendable proceeds of the issue have been received. 

(H) An Authority shall make subsequent repayments 
of obligations a- nually on the anniversary of the most recent 
repsymenl made pursuant to paragraph (3)(i) of this section, 
provkted that toan repayments in an amount of at least five 
per centum of the lendable proceeds of the issue have been 
received since that repayment 

(iii) An Authority need not use to retire outstanding 
obligations an amount of toan repayments not exceeding the 
difftsrence between- 

(A) The amount of annual debt service due on obliga- 
tions outstanding after the most recent redemption and an 
additional one-twelfth of that annual debt servica; and 

(B) The amount of repayments which the AuthcSty 
expects to receive in the twelve months succeedng the most 
recent redemption. 

(Authority: 20 U.S.C. 1082, 1087-1) 

Sec 682.812 Estimating need for student loan credit 

(a) An Authority shall estimate the reasonable need 
for student loan credit in its service area during the bond-use 
period to be equal to- 

(I) The student loan volume in that area fclhe most 
recent twelve-month period for which actual data is j.vailable 
multiplied by the number of years in the bond-use period; or 



(2) An estimated amount of need for student k)ans for 
the bond-use period based on a statistical analysis of histori- 
cal data and credible assumptk)ns regarding changes in the 
bond-use pertod. 

(Authority: 20 U.S.C. 1082, 1087-1) 

Sec 682.81 3 Estimating resources avallabis for student 
loan credit 

An Authority shall estimate the amount of credit avail- 
able for student loan credit in its service area dirnq the bond- 
use period to include credit from the foltowing sources: 

(a) Credit available from direct lenders. An Authority 
shall include the total net amount of new credit expected to 
be made available during the bond-use period in its sefvice 
area to students by direct lenders other than the Authonty 
without regard to expected purchases by secandaiy markets 
as either- 

( 1 ) The amount of new student k>an credit extended in 
th at servk^e area during the most recent twelve-month period 
forwhichdataieavalableby lenders other thar^theAuthc%» 
minus the anxmnt of loans soid to any secondaiy market 
during thatsameperiod,pkisanynetincreaseinstudentloan 
credit expected to be made available in the service area 
those lenders kientrfied to the Atthority by the Secretary; or 

(2) The amount of new student k)an crec^ whk^h such 
lenders represent, or are deemed to represent, that they 
expect to make available, minus the amount of k>ais they 
expect to sell to secondary mari«ets, duimg the bond-use 
period. 

(b) Credit available from an Authority. An Authority 
shall include as an available resource, to the extent that no 
statutory, regulatory, or contractual provisk>n bars their use 
durii^g the bond-use period for new student loan credit, the 
est'mated amount, as of the beginning of the bond-use 
period, of- 

(1) Any unexpended lendable proceeds of prior is- 
sues; 

(2) Any repayments on toans held by the Authority; 

and 

(3) Any other liquki assets of the Authority. 

(c) Credit available from secondary markets other 
than the Authority. An Authority shall estimate the total 
amountof credit expected to be made available in its service 
area from all secondary market sources. The amount of 
credit available from a secondaiy martlet is the amount of 
k}ans it expects to purchase in the service area over the 
bond-use period In making this estimate, an authority shall 
consider the Student Loan Marinating Assodatksn to be an 
available resource. 

(1) An Authority shall include as the total amount of 
expected ]oan purchases during the bond-use period by 
secondary nwrinets active in its service area the sum of the 
following amounts of foans for bon'owers in that area: 

(i) Loans included in executed loan purchase con- 
tracts. 
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(ii) Loans included in Soan purchase contracts under 
negotiation. 

(ui) Loans included in neither executed loan purchase 
contracts nor contracts under negotiation which are held by 
lenders active jn its service area to which a secondary mar1<et 
has made both- 

(A) An indiv^ual sdidtation. in writing, to enter into a 
contract for the purchasa of spedfic types of loans at par or 
at a discount not exceeding one percent; and 

(B) A commitment, in writing, to provide sufficient staff 
and administrath^ resources to enable the lender and the 
secoi.dary market to dose a k>an purchase agreement within 
a reasonable tinrie, not exceeding 90 days, from the receipt 
of the initial positive response of that lenderto the solicitation. 

(n) Loans included in neither the actual nor proposed 
contracts described in paragraphs (c)(1) (i), (ii), and (in) of 
this section which a secondary market estimates that it will 
purchase based on its purchase activity in that area during 
the most recent three-year perkxi forwhich data is available. 

(2) An Authority operating In a State in which the 
Student Loan Marketing Assodation is barred from purchas- 
ing k>ans shall tnduoe as an available resource the amount 
of k>an5 that the Student Loan Marketing Assodation wouM 
be expected to purchase in the servk:e area during the bond- 
use period if the Student Loan Marketing Assodation were 
not barred. The Authority shall deem that the Student Loan 
Marketing Assodation would purchase loans in the service 
area during the bend-use period in the same proportion to the 
prelected student loan volume during that period in that area 
as the total amount of loan purchases by the Student Loan 
Marketing Assodation during the most recent twelve-month 
period for whidi data is available bears to the total amount of 
loans disbursed during that same period in all States except 
those which the Seaetary has found to have barred the 
Assodation from purdiasing loans during the most recent 
two years for which data is available. For purposes of this 
subpart, the Assodation is barred from purchasing loans in 
any State in which- 

(i) Any State law orguarantee agency policy prohibits 
the Student Loan Market'ng Assodation ^om purdiasing 
loans or benefit&'ng from the guarantee of the agency on 
student loans it purchases whidi were previously guaran- 
teed by that agency; 

(ii) Any requirement exists that loans guaranteed by a 
guarantee agency be serviced within that particular State; or 

(iii) A guarantee agency fails to confirm in wridng, 
upon request by the Assodation, that the full benefit of its 
guarantee continue to apply to loans previously guaranteed 
by that agency which are thereafter acquired by the Student 
Loan Marketing Assodation. 

(3) A bar exists in a State until an Authority or other 
party eliminates the exdusionary policy or practice, or takes 
other action necessary to ensure tf)at the Student Loan 
Marketing Assodation is no longerexduded. such as arrang- 
ing with other agencies or organizations to offer in that area 
a loan insurance program under whidi the Student Loan 
Marketing Assodation can acquire loans guaranteed under 
the GSL and PLUS programs. 



(d) Credit available to the Authority by means of 
taxable obligations. (1 ) An Authority shall estimate the amount 
of any funds reasonably available to tf e Authority from the 
Stuoent Loan Marketing Assodation or other sources by 
means of taxable obligations. Credit is reasonably available 
by means of taxable obligattons from such sources if- 

(1) The Authority will have suffident assets and reve- 
nues to meetthe temns on which such credit can generally be 
obtained, in light of reasonable servk^ing and administrative 
costs to be incurred for the portfolio to be financed with that 
credit; and 

(ii) Subject to paragraphs (d) (2) and (3) of this section. 
State law does not bar the Authority from issuing taxable 
obligations. 

(2) An Authority which contends thatState law prohib- 
its it from issuing taxable obligatk)ns may. for periods sped- 
fied in paragraph (d)(3) of this section, disregard credit 
otherwise available from that source if tfiat Authority- 

(i) Submits to the Secretary a written opinton of the 
State attomey general that State law prohibits the Authority 
from issuing obligations, the interest income of which is 
taxable under the internal Revenue Code. To demonstrate 
for purposes of this subpart that State law prohibits such 
borrovra)g» the opinion must articuiate the spedfic State 
constitutional provisk>n, statute, or case law which prohibits 
such borrowing, and cannot re^ upon any daim of Federal 
constitutional or statutory right as a basis for this interpreta- 
tion of State law; and 

(ii) Commits itself to exerdse its best efforts to have 
introduced and passed by tiie State legislature during tiie 
sessions descn*bed in paragraph (d)(3) of tiiis sectx)n any 
amendment necessary to enable the Authority to issue 
taxable obOgations. 

(3) (i) If State law srrnfically bars tfie Authority from 
issuing taxable obligations. ^Jie Authority may dsregard this 
credit source in assessing unmet need for obligations issued 
before the 90th day after aci^umment of that sessk>n of the 
State legislature which indudes tiie effective date of these 
regulations, or. if none indudes tiiatdate. the next session 
after tiiat date. 

(ii) if a provision of tiie State constitution spedfically 
bars tf)e Authority from issuing taxable obligations, tiie 
Autiiority may disregard this source in assessing unmet need 
forobligations issued witiiin one year after the date described 
in paragraph (d)(3)(i) of tiiis section. 

(4) For purposes of tiiis subpart- 

(i) The terms on which credit can ^^enerally be ob- 
tained by means of taxable obligations are hose finandng 
charges, issuing expenses, investment, drawdown, and 
collateral requirements on which an amount of credit similar 
to that available from tiie proposed tax-exempt obligation is 
available from the Student Loan Marinating Assodation, or if 
more favorable, from eitiier of at least two lenders of tiie 
Autiiority 's own choosing; and 

(ii) (A) Servidng and administrative costs to be in- 
curred are reasonable to tiie extent tiiat tiiey are similar in 
amount and type to those determined in the annual audit of 
the Autfiorit/s operations to be- 
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( 1 ) Reasonable and allocabte to any portfoHo of GSL 
or PLUS program loans heldby the Authority which Is similar 
to that portfolio which the Authority plans to acquire with the 
proposed tax-«xempt bont>wing; and 

(2) Notdlsallowable under 34 CFR Part 74, Appendix 
C, Part II, Sections D-4, D-5, D-6, or Appendix F, 
Sections 6-2, G-9, G-12, G-14, G-20. 

(B) The Authority may not rely upon costs that cannot 
be justified as provided in this paragraph in demonstrating 
that it cannot meet the terms on which credit by means of 
taxable obligations is generally available. 

(C) If the Authority expects that its servicing and 
administrative costs will differ in type and amount from those 
examined in the audit of the Authority most recently submit- 
ted to the Secretary, the Authority shall demonstrate that 
those cx)sts are reasonable and allocable to its GSL or PLUS 
loan programs according to 34 CFR Part 74 Appendix C or 
F, as appropriate, and not attributable to any of the dsal* 
lowed cost categories listed in this paragraph. 

(Authority: 20 U.S.C. 1082, 1087-1) 

Sec. 682.S14 Unmet need. 

(a) Sut>[ectto paragraph (b) of this section, theamount 
ofunmetneedforstudentloancreditin the service areaofthe 
Authority is equal to that portion of the need for student loan 
credit estnnated pursuant to Sea 68^81 2 which exceeds the 
amounts of available credit estimated under Sec. 682.81 3. 

(b) Speda! access credit programs. (1) In addition to 
or in lieu of any unmet need determined under paragraph (a) 
of this section, an additional amount of unmet need exists if 
creditwhich the Authority estimates to beothenviseavailable 
under Sea 682.813- 

(1) Will not be extended as loans to or for the benefit of 
particular classes of students because of prevalent lender 
limitations based on the school they attend, their place of 
residence, their academic year or course of study, the 
amount they wish to borrow, or a requirement that they or 
their parents have an existing customer relationship; or 

(n) Will not be made avaOabte through loan purchases 
by secondary maricets active in that area because the terms 
or amount of solicitations by those secondaiy maricets ex- 
dude loans which lenders active in that area wish to sell. 

(2) The amount of unmet need under this paragraph 
is that amount of loans estimated in accordance with Sec. 
682.81 5 which the Authority demonstrates- 

0) Win not be made or purchased because of those 
limitations or exclusions; and 

(11) Any additional amou nt needed to provide a reason- 
able cumulative surplus for the special access credit pro- 
gram portfofK). 

(c) Overiapping service areas. (1) If the service area 
of an Authority overiap$ the service area of any other 
Authority or Authorities, the amount of unmet r»eed for which 
that Authority may justify the issuance of a tax-exempt 
obligation isthatportion of the unmet need determined u^xfor 
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this section which these Authorities concur is to be served by 
the program of the issuing Authority. 

(2) The Authority proposing a new tax-exempt issu- 
ance shall obtain the concun^nce of the other Authorities in 
its area that its program serves a spedfic mount of the 
unmet need identified in that area. 

(Authority: 20 U.S.C. 1082. 1087-1) 

Sea 662*815 Methodology for measuring unmet need* 
new Issuee. 

An Authority shall include the steps in this section in the 
methods used to estimate the reasonable need for student 
foan credit and the amount of resources available to meet 
that need. 

(a) Detennining need for student foan credit (1) In 
order to estimate reasonable need for student loan credit 
during the bond-u.«^ period pursuant to Sec. 682.81 2(a), an 
Authority shall- 

(0 Determine from each guarantee agency doing 
business in its service area the amount of the total student 
foan volume in its service area for the most recent tweh^ 
month period for which data is available; and 

(n) Multiply that figure by the number of years or 
fractions of years in the bondHJse period. 

(2) In order to estimate reasonable need for student 
loan credit during the bond-use period pursuant to Sec. 
682.812(b), an Authority shall- 

(i) Determine from each guarantee agency doing 
business in its service area the amount of the total student 
foan volume in that service area for the three most recent 
tweh^e-month periods for which data is available; 

(n) Analyze that data in light of reasonably supported 
economic and demographic projections along with other 
relevant data and assumptions to project the expected need 
for student foan credit during the bond-use period; 

(ni) Submit its estimate of the expected need for 
student foan credit, with the documentation and analysis 
supporting the estimate, to the folfowing organizations oper- 
ating witfiin its service area: 

(A) The guarantee agency or agencies. 

(B) The State postsecondary education planning entity 
(as designated by the State to confomi with the requirements 
of section 1203 of the Higher Education Act of 1965, as 
amended (20 U.S.C. 1 143)). 

(C) The State's assodation of student financial aid 
officers; and 

(iv) Secure from each orgaruzation listed in paragraph 
(a)(2XHl) of this section a written concunence thatthe Author- 
it/sestimateofneedfbrstudentloan credit inlts service area 
over the bond-use period is reasonable and justified, based 
on an independent review of the analysis, data, and methods 
used by the Autiwrity in light of the expertise and experience 
of the organization and the information available to it 



(3) An Authority shall, as part of its estimate, identify, 
explain, and mai^e any corrections warranted by the follow- 
ing: 

(0 Any difference greater than five percent per a nnum 
between the totals of each of the data elements required in 
paragraph (a)(2) of this section, in- 

(A) The fiscal year immediately preceding the date of 
the issue: and 

(B) The bondHise period. 

(ii) Any difference greaterthan five percent per annum 
between the totals of these data elements- 

(A) As projected for any prior issues; and 

(B) As actually occurring during the bond-use period 
for ihose issues. 

(b) Determining available credit from direct lenders. 
(1) in order to estimate the amount of credit available within 
its service area from direct lenders during each year of the 
bonckise period pursuant to Sec. 682.8 1 3(a){1 ) an Authority 
shall- 

(1) Detemiine from each guarantee agency doing 
business in its service area and. if necessary, from other 
sources, including lenders and secondary markets- 

(A) The amount of studentloans made in that service 
area during the most recent twelve-month period for which 
data is available; and 

(B) The amount of secondary maricet purchases for 
that same nwefve-month period of loan s made in that service 
area; 

(ii) Deduct from the total determined under paragraph 
(b){1)(0(A) of this section the amount of loans- 

(A) Made by the Authority during that period; or 

(B) Purchased by secondary maricets. including the 
Authority, as determined under paragraph (b){1)(i)(B) of this 
section; 

(iii) Detemiine from any lender identified by the Sec- 
retary to the Authority the net amount of addtiondt new loans 
it expects to make in the service area during the first yearof 
the bond-use period. That net anfH}unt is the amount of new 
loans inexcessofanyamountofitsloans included in the total 
determined under paragraph (b)(1)0)(A) of this section, 
minus thatportion of theamountof loans it made orwill make 
in that senrice area which the lender expects to sell during 
that first year of the bond-use period which exceeds the 
amount of its loan sales included in the amount measured 
under paragraph (b)(1)(0{B) of this section; 

(iv) Add the amount determined under paragraph 
(b)(1)(ii) of this section to the amount determined under 
paragraph (b)(1)(rii) of this section; and 

(v) Multiply the amount determined under paragraph 
(b)(1)(iv) by the number of years in the bond-use period. 

(2) In orderto estimate theamountofcreditavailable 



within its service area from direct lenders during the bond- 
use period pursuantto Sec. 682.813(a)(2). an Authority shall 
survey lenders reasonably expected to be willing to extend 
such credit in.tts service area In this survey, the Authority 
shall solicit an estimate from the following lenders of the 
amount and temfis of credit they expect to make available in 
its service area during the bond-use period: 

(i) All direct lenders to students in the highest quarJIe. 
by k)an volume, active in the service area during the most 
reoent twelve-month period preceding the survey for which 
data is available. 

(ii) A representa^e sample of all other drect lenders. 

(iii) Such other sources as the Secretary may identic 
to the Authority. 

(c) Determining available credit from secondary mar- 
kets, inorderto estimatetheamountof credit available within 
the service area frotn secondary mari<ets during the bond- 
use period pursuant to Sec. 682.813(c). an Authority shall 
survey secondary maricets reasonab^ expected to extend 
such crecfit in its service area In this survey, the Authority 
shaH solicit an estknate from the Student Loan Marketing 
Association and all other secondary maricet sources known 
to the Authority to be purchasing or willing to purchase k)ans 
made in its service area 

(1) An Authority shall solidt from each of these sec- 
ondary maricets an estimate of the amount of hans made to 
borrowers in its service area that it expects to purchase 
during the bond-use period. This estimate must identic and 
indude the fdtowing: 

(i) The amount of such loans it has committeu to 
purchase during the bond-use period pursuant to executed 
k3an purchase contracts of any kind. 

(») The amount of such loans induded in toan pur- 
chase contracts under negotiation. 

(iii) The amount of such k)ans hekl by lenders active 
in the sennce area for which that secondary maricet has made 
the written sdidtatk)n to enter into a k)an purchase agree- 
ment and commitment to execute that agreement described 
in Sec. 68^813(c)(1)(iii). and the spedfic terms offered in 
that sdidtation. 

(iv) The amount of such bans which are not induded 
within the term s of executed or proposed contracts described 
in paragraph (c)(1) (i). (ii). or (iii) of this sectk)n which the 
seconckry maricet, based on its purchasing activity in that 
service area during the most recent three-year period for 
which data is available, expects to purchase during the bond- 
use period, and the data and assumptions used to make that 
estimate. 

(2Ui) An Authority which pursuantto Sea 68^8 1 3(c)(2) 
must estimate the amount of loans that would be purchased 
by the Student Loan Mariceting Assodatk>n shall contact the 
Seaetary to obtain, for the most recent twelve-month period 
for which d^ta is available, the total amounts of- 

(A) Loans purchased by the Student Loan Mariceting 
Association; and 

(B) Student loans disbursed in all States except those 
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in which the Secretary finds that SLMA was ban^d from 
purchasing loans at any time during the most recent two 
year$ for which data is available. 

(ii) The proportion of loans which would be purchased 
by the Student Loan Marketing Association in the Authority's 
service area, for purposes of this paragraph, is deemed to be 
the quotient of the amount of loans detemiined under para- 
graph (c)(2)(i)(A) of this section divided by the amount 
detemiined under paragraph (c)(2)(i)(B) of this section. 

(d) Determining available credit from taxable obliga- 
tions. (1 ) To detennine the availability of credit by means of 
taxable obligations, the Authority shall make a good-faitfi 
effort as described in this paragraph- 

(1) To detemiinethe temis on which such credit can be 
secured; 

(ii) To assess its ability to meet those temis; and 

(iil) Where it cannot meet the temis first offered, to 
negotiate any changes in those temis which wouki pemiit it 
to meet those terms. 

(2) An Authority makes a good-^'th effort to deter* 
mine the temis on which credit can be secured on taxable 
obligations if it solicits the tenms on which credit wouki be 
offered to It by written inquiry addressed (unless otherwise 
directed by that offk^ia!) to the chief executive officer of- 

(t) The Student Loan Marketing Assoctatran; and 

(ii)(A) Two other parties known to the Authority to have 
extendedor expressed an interest in extending suchcredtor 
undenwriting an issue to secure such credit; or 

(B) Two other crecfit sources whk:h routinely offer 
similar orgreater amounts of credit to commercial borrowers. 

(3) An Authority makes agood-^'th effort to assess its 
ability to meet the temis on which credit can be secured on 
taxable obligations if it analyzes the cash flow expected from 
the proposed portfolio under the temis of the financing 
offered as follows: 

(i) Servicing costs are reasonable and expressed on 
a cost>per*account basis, with separate classifications, if 
needed, for differences in cost based on account status. 

(ii) Only those administrative costs attn'buted to the 
proposed portfolio and reasonable as detemiined under Sea 
682.813(d)(2)(n) are included. 

(lii) Federal interest and special allowance payments 
are treated as received no later than 30 days afterthe end of 
the period for which they were billed. 

(iv) Student loan repayments and reimbursements by 
guarantors are treated as received no later than the average 
number of days after the due date on which the Authority 
receives payments on its other portfolios, or, if it has no other, 
the average number of days experienced for all lenders, as 
detemiined by the Secretary. 

(V) Average bon-ower account size of the proposed 
portfolio is not less than- 



(A) The average size as of the date acquired by the 
Authority or the oommerxement of repayment status, which* 
ever is later, of accounts acquired in the most recent three- 
year period; or 

(B) For an Authority which has been in operatton less 
than three years, the average size, measured as in para- 
graph (d)(3)(v)(A), of accounts it expects to acquire for that 
portfblk). 

(vi) Costs of issuance are itemized and documented. 

(VH) Any assumed increases due to inflatk>n In admin- 
istrative and servicing costs do not exceed the average 
annual increase in the Department of Labor's Consumer 
Price Index (CPI) over the most recent three-year period for 
which data is available. 

(viii) Projectkxis'of the 91 -day Treasury biH rate are 
equal to that rate used by the Secretary to calculate the rate 
of special allowance payments for the most recent quarter. 

(ix) Short-term interest rates used to calculate rein- 
vestment rates for the portfolio and for any other purpose are 
not less than 75% of the 91-day Treasury bill rate used in 
paragraph (d](3)(vnO of this sectx)n. 

(x) Drawdowns of funds under the proposed taxable 
financing are scheduled- 

(A) On the same day and in the same amount as the 
toan purchases expected under that financing; or 

(B) At the beginning of each month in which the 
Authority expects to make loans and in the amount expected 
to be loaned in that month. 

(4)AnAuthoritymakesagood*faith effort to negotiate 
temis on which it can secure credit on taxable obligations if 
it- 

(i) Promptly responds to any specific offer of temis; 

(ii) identifies in a timely manner to a party offering 
those term s any legal or contractual provisions governing its 
operations which impede its ability to meot the temis offered 
by that party; and 

(iii) Promptly proposes reasonable attematives or 
modifications to any terms of the offer to which it cannot 
legally or financially accede. 

(e) Special access credt programs. (1) In order to 
prove need for a special access crecfit program because of 
fender limitations under Sea 682.814(b)(1)(i). the Authority 
mustestabiish the existence, scope and prejuddal effects of 
lender limitations on borrowers or potential borrowers by 
surveying schools and lenders in its service area The 
Authority may do so by- 

(1) Surveying a sample, representative by type, size, 
and location, of cchools and lenders in its service area; or 

(ii) Suweying all schools and tenders in its service 

area 

(2) The survey of the effects of lender limitations must 
kientiV at least- 
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(i) The incidence of lender limitations in its service 

area; 

(il) The specific types of lender limitations; 

(ill) The number of affected students and potential 
students; and 

(Iv) The estimated amount of loans not made and 
loans made for less than the legal maximum because of 
these identified lender limitations. 

(3) In order to prove need for a special access credit 
program because of limitations in the temis of a secondary 
market program as offered to lenders active in its sewice 
area under Sea 68^814(b)(1)(ii). an Authority shall estab- 
Ksh the existence and effect of those limitations by mean? of 
a survey of lenders active in its area. The survey must 
include- 

(i) All direct lenders active in the service area in the 
highest quartile by loan volume during the most recent 
twelve-month period for which data is available; and 

(h) a representative sample of all other direct lenders. 

(4) The survey of the effects of secondary market 
limttatioris must kientify- 

(i) The specific limitations, other than that of purchase 
at a discount hot exceeding one percent, which preclude a 
secondary market making the solicitation and commitment 
described in Sec. 682.814(c)(1)(iii) from purchasing certain 
types or amounts of loans; and 

(ii) The amount of loans held by lenders active in the 
service area which have received such a written solicitation 
and commitment that- 

(A) Those lenders wish to sell to a secondary maricet; 

and 

(B) Do not fall within the temis of the purchase 
contract offered in that solicitation. 

(5) In order to prove a need for an amount of bans in 
excess of the amount of loans detemiined to be needed in 
paragraph (e)( 1 ) of this section, an Authority s hall perfonn a 
revenue analysis according to the requirements of para- 
graph (d}(3} of this section. 

(0 Use of written inquiries. The Authority shall use 
written inquiries to solicit infomiation from each school, 
lender, and secondary mari<et source included in any inquiry 
or survey conducted under this section. 

(g) Record retention. The Authority shall maintain and 
make available for inspection records of all written inquiries 
and of all responses and failures to respond to those inquiries 
for three years beyond the end of the bond-use period of the 
issue for which they were gathered. 

(h) Evaluation of responses from direct lenders and 
seconctery mari<ets. (1) If a response to the survey Inquiry of 
the Authority by a direct lender to students does not deariy 
state the lender's Intentions, or if no response is received 
from such a lender, the Authority shall consider that lender as 



Intending to make foans in the service area during the bond- 
use period on the same temis and in an annual volume equal 
to that amount of credit extended by that lender In the most 
recent twelve-month period for whfch data is available, 
increasedordecreased according to the average annual rate 
of change in the total k)an volume in that area over the most 
recent three-year period for which data is available. 

(2}(i} If a re sponse to the survey inquiry of the Author- 
ity by a secondary maricet does not deariy state both the 
amount of foans to borrowers in the service area of the 
Authority whk:h that party expects to purchase during the 
bond-use period ond the basis for that estimate in accor- 
dance wth Sec. 682.815(c}(1}, or if no response is received 
from that parly, the Authority shall conskier that secondary 
maritet as intending to purchase during each year of the 
bondHJse period an amount of loans for borrowers in its 
senrice area equal to the amount of those foans it purchased 
in the most recent twelve-month period for which data is 
available, increased or decreased according to the average 
amount of annual change in that figure over the most recent 
three-year period for which data is available. 

(ii) In determining for purposes of this estimate the 
amount of loans made for borrowers in its service area whk:h 
were purchased by a secondary maricet, an Authority shall 
use information reasonably available from that secondary 
maricetp from appropriate guarantee agencies, and from the 
Secretary. 

(3) If an Authority condudes that, in responding to its 
survey, a lender or a secondary maricet overestimated or 
underestimated its future activity in the service area by more 
than 5 percent, the Authority may revise the estimate of the 
respondent in light of- 

(i) Recent perfomiance by that respondent; 

(it) Past discrepandes between projection and per- 
fonnance by that respondent; and 

(Hi) Data and analyses which the Authority demon- 
strates will support a realistic estimate. 

(1) Overlapping service areas. Jie service area of 
an Authority overiaps the sen/ice area of any other Authority 
or Authorities, the Authority proposing issuance of a tax- 
exemptobHgation shall consult with each of those Authorities 
in order to obtain their written concunence thatassumptions 
and methodology used by the issuing Authority and the 
resulting estimates of need for student loan credit and 
resources available for student loan credit within the Author- 
ity's service a'ea over the bond-use period are reasonable 
and justified, based on the concuning Authority's expertise 
and experience. 

(2) The Authority proposing a new tax-exempt issu- 
ance shall obtain the concunence of the other Authorities in 
its area that its program is to serve a spedfic amount of the 
unmet need identified in that area. 

(3) If the issuing Authority cannot secure the concur- 
rences described in paragraphs (c) (1 ) and (2) of this section, 
the Authorities shall select a neutral arbiter to resolve their 
differences. 

(Authority: 20 U.S.C. 1082, 1087-1) 
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Sees. 682>816-$82.819 [Reserved] 

Sec. 682.820 Unmet need-refunding itsues. 

(a) An Authority shall detemnine whether the tendabte 
proceeds of any proposed refunding issue exceed the unmet 
need for student loan credit in its service area by dividing the 
amount of the lendable proceeds Into two portions, and 
assessing the availability of credit from the resources de- 
scribed in Sec. 682.813 to meet the need for which each of 
these portions is to be used in the following manner: 

(1)(i) An Authority shall determine according to para- 
graph (a)(1](li) of this section whetiier an unmet need exists 
for tiiat portion of tiie lendable proceeds of a proposed 
refundng issue equal to tiie sum of- 

(A) The amount of tiie outstanding balances, includ- 
ing principal and interest, of all student loans made or 
acquired with proceeds of tiie issue to be refunded; and 

(B) The amount of tiie issue to be refunded spent orto 
be spent on- 

(1) Issuing expenses and debt service for tiie prior 
issue; and 

(2) Administrative costs and servicing expenses for 
bans made or acquired witii tiie proceeds of tiie prior issue. 

(ii) An Authority establishes an unmet need exists for 
tiie amount detennined in paragraph (a)(1 )(i) of tiiis section, 
if credit is not reasonably available by means of taxable 
obligations to refund that portion of tiie prior issue. 

(2) An Autiiority demonstrates tiiat an unmet need 
exists for tiiat portion of the lendable proceeds of a proposed 
refunding issue in excess of the amount included in para- 
graph (a)(1)(i) of this section, only to tiie extent tiiat tiie 
Autiiority could demonstrate under Sec. 682.814 tiiat an 
unmet need exists for a new issue. 

(b) An Autiiority shall comply witii tiie provisions of 
Sec. 682.81 1 regarding tiie timing and use of proceeds of 
refunding issues. 

(Authority: 20 U.S.C. 1082, 1087-1) 

Sec. 682.821 Methods for measuring unmet need- 
refunding Issues. 

(a) The Authority shall use the metiiods prescribed in 
Sec. 682.81 5 to measure the unmet need for tiiat portion of 
tiie proceeds of a refunding issue treated as a new issue 
under Sec. 682.820(a)(2). 

(b) An Autiiority shall use tiie metiiods prescribed in 
Sec. 682.81 5 (d), (f), and (g) to measure unmet need for tiiat 
portion of tiie proceeds of a refunding issue described in Sec. 
682.820(a)(1). 

(Autiiority: 20 U.S.C. 1082, 1087-1) 

Sec. 682.822 Required documentation and procedures 
for approval of Justification of need for a tax-exempt 
obligation. 

(a) An Autiiority shall, for any proposed issue of tax- 
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exempt obligations- 

(1 ) Compile and maintain a record of any survey, the 
responses to tiie survey, tiie sources of any otiier data, and 
tiie assumptions on which It bases its estimates of tiie 
reasonable need for student loan credit and the amount of 
credit available from sources of student loan credit; 

(2) Submit for approval by the Secretary, no eariier 
than six montiis nor later tiian 30 days before the proposed 
date of issue- 

(i) A statement of tiie expected amount and terms of 
tiie issue; 

(ii) A copy of any official statement regarding the 
issue, statements of sources and application of funds for tiie 
proposed issue and any prior issue (unless already submit- 
ted], and a copy of tiie most recent audit of the Authority's 
activities; 

(ili) An explanation of tiie estimated need for student 
loan credit and resources available for student loan aedft In 
tiiat service area, determined according to the standards 
established in tills subpart; 

(iv) A detailed description of tiie data and assumptions 
on which its estimates of need and available resources are 
based; and 

(v) If tiie Autiiority has received an offer of taxable 
finandng, copies of tiie contract offored. all correspondence 
between tiie Auti^srity and tiie offeror, any cash flow analy- 
ses supplied to tiie Autiiority by ttie party offering tiie credit, 
and any otiier supporting analyses and explanations pro- 
vided by tiie party offering tiie credit or developed by tiie 
Autiiori^ of tiie feasibility for tiie Autiiority of tiie taxable 
financing offered. 

(3) If tiie Autiiority proposes to issue a tax-exempt 
obligation to meet an unmet need detennined under Sec. 
682.814(b) (Special access credit programs), the Autiiority 
shall submit; along witii tiie infomiation listed in paragraph 
(a)(2) of tills section- 

(i) A certification tiiat it will use tiiat portion of tiie 
proceeds of tiie issue justified under Sec. 682.814(b)(1) 
solely to make available loans for that class of borrowers 
detennined to have limited access to student foan credit, or 
acquire loans subject to tiiose secondary mari<et limitations; 

(ii) A specific plan of action to implement tiiis certifica- 
tion; and 

(iii) A copy of any revenue analyses perfomied witii 
regard to the need for issuance of an amount necessary to 
acquire loans otiier tiian those included in paragraph (a)(3)(i) 
of this section in order to assure a reasonable cumulative 
surplus for tiie special access credit program portfolio. 

(b)(1) The Secretary approves the detemiination of 
the Autiiority tiiat the lendable proceeds of a proposed tax- 
exempt obligation do not exceed the unmet need for student 
ban credit for tiie bond-use period in that service area if the 
documentation submitted under paragraph (a) of this section 
demonstrates a reasonable estimate based on tiie standards 
and metiiocis in this subpart of both tiie need for student ban 
credit and of tiie amount of such credit available from otiier 



10-65 



resources. 

(2) The Secretary approves the justiTfcatlon of the 
Authority within 30 days after he receives documentation 
spedfied in this section which establishes an unmet need for 
a tax-exempt obligation. 

(3) The Secretary may disapprove a justification, or 
may require additional information, if documentation submit- 
ted by an Authority does not establish an unmet need for a 
tax-exempt obligation. 

(4) If an Authority submits a single justification for an 
issue to be used to finance acquisition of new loans and to 
refund outstanding obligations, the Secretary may treat the 
submission as two separate requests. 

(c)(1) Any Authority adversely affected by a decision 
of the Secretary concerning whether that Authority will issue 
tax-exempt obligations for amounts in excess of the unmet 
need determined according to this subpart H may request 
that the Commissioner of Intemal Revenue review that 
decision. The review by the Commissioner of Intemal Reve- 
nue will not affect the exemption from income taxation of 
interest on any student loan bond or any issuer of such 
bonds. 

(2) (i) A request for review by the Commissioner njust 
be submitted trs the Secretary and must include the following 
information: 

(A) The Authority's request for review. 

(B) A summary statement of facts from the Authority 
cc^nceming its need to issue tax-exempt obligations and a 
memorandum of law supporting Its position. 

(ii) This information, together with a copy of the 
Seaetary's decision and, if not included in the decision, a 
summary statement of facts and a memorandum supporting 
that decision, will be forwarded to the Commissioner of 
Intemal Revenue. The Authority may not present information 
to the Commissioner that had not been submitted to the 
Secretary prior to the Secretary's dedsion (other than the 
information specified above). 

(3) (i) The Commissioner will review the Secretary's 
dedsion in light of the applicable regulations of the Depart- 
ment of Education and detemiine whether that decision was 
reasonable. The Commissioner will review questions of law 
conceming the need to issue tax-exempt bonds arising un- 
der- 

(A) Section 682.810, relating to standards for provi- 
sions of plan for doing business; 

(B) Section 682.81 1, relating to timing and advance 
repayment of tax-exempt obligations; 

(C) Section 682.812, relating to estimating ne(xl for 
student ban credit; 

(D) Section 682.813, relating to estimating resources 
available for student loan credit; 

(E) Section 682.814, relating to unmet need; 

(F) Section 682.815, relating to methodology for 



measuring unmet need; 

(G) Section 682.820, relating to unmet need-refund- 
ing issues; 

(H) Section 682.821. relating to methods for measur- 
ing unmet need-refunding issues; and 

(I) Section 68^822, relating to required documenta- 
tion and procedures for approval of justification of need for a 
tax-exempt obligation. 

(ii) The Commissioner's review will be based exdu- 
slvely on the infomiation submitted pursuant to paragraph 
(c)(2). The Commissioner will not review findings of fact An 
Authority is not entiiled to a conference with representatives 
of the Commissioner. 

(4) Within 60 days of the Secretary's receipt of a 
request foe review by the Commissioner, the Commissioner 
will issue a report to the Secretary and the Authority. An 
Authority may waive the 60-day requirement for Issuance of 
a report The report will contain an advisory opinion as to 
whether the Secretary's decision was reasonable. The 
Secretary is not bound by the Commissioner's report. Once 
a dedsion of the Secretary has been reviewed by the 
Commissioner, no further review will be given to any aspect 
of that dedsion by the Commissioner. A report issued pursu- 
ant to this paragraph may not be used or cited as precedent 
and is not subject to further admlnistrrtive or juddal review. 

(5) Upon receipt of a written appeal report from the 
Commissioner of Intemal Revenue, the Secretary will review 
his dedsion relating to the Authority In lightof that report. The 
Secretary will issue a final dedsion to the Authority within 30 
days of receipt of the report of the Commissioner of Internal 
Revenue. 

(Authority; 20 U.S.C. 1082, 1087-1; Pub. L. 98-369, Sec. 
646, 98 Stat 941 (1984)) 

(Approved by the Office of Managpment and Budget under 
control number 1840-0554) 

Sec 682.823 Sanctions for material misrepresentation 
regarding unm^t need. 

(a) If at any time the Secretary detemiines that the 
submission for approval required under Sec. 682.822 con- 
tains or contained a material misrepresentation, the Secre- 
tary may to the extent provided in paragraph (b) of this 
section- 

(1 ) Require reimbursementfrom the Authority of special 
allowance payments to the Authority or to any other party on 
loans made or purchased with the proceeds of the issue with 
respect to which the misrepresentation was made; and 

(2) Detemiine to be ineligible for special allowance 
payments any loans to be made or purchased by the Author- 
ity or any entity acting for the Authority with the unexpended 
proceeds ofthe issue with respect to which the m'srepresen- 
tation was made. 

(b) If an Authority uses funds from sources other than 
a tax-exempt obligation to retire an issue with respect to 
'^vhich the Secretary has detennlned that a material misrep- 
resentation was made, the Secretary takes the adverse 
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actions described in paragraph (a) of this section only with 
regard to those spedai allowance payments which aciTued 
earlier than ninety days t)ef6re that issue was retir9d. 

(c) The Secretary's dedsion to require repayment of 
funds by an Authority, to withhold payments of spedal 
allowance, or to take any of the actions in Sec. 682.806 does 
not become final until the Secretary provides the Authority 
with written notice of the intended action and an opportunity 
to be heard thereon. However, the Secretary may withhold 
payments or suspend approval of the Plan prior to giving 
notice and opportunity to be heard if the Secretary finds such 
emergency action necessary to prevent substantial harm to 
Federal interests. 

(d) Once final, the Secretary's dedsion to require 
repayment of funds or to take other remedial action against 
an Authority under this sectian is condusive and binding on 
the Authority. 

(Authority: 20 U.S.C. 1082. 1087-1) 

Sees. 682.824^2.829 [Reserved] 

See. 682.830 Audit ttandarde. 

The Authority shall have an annual finandal and 
compliance audit by an independent certified public account- 
ing firm of its loan and/or loan purchasing program. The audt 
shall be conducted in accordance with the general standards 
and the standards for finandal and compliance audits in the 
U.S. General Accounting Office (QAO) publication. Stan- 
dards for Audit of Governmental Organizations, Programs. 
Activities and Functions. The Authority shall subrnit a copy of 
the audt report within 30 days after the completion of such 
report to its regional office of the Education Departments 
Office of Inspector General. 

(a) The audit must examine the activities of the Au- 
thority for compliance with the provisions of the Plan, and 
must spedfically articulate^ with appropriate substantiation, 
its condusions regarding compliance with each of the provi- 
sions of Sec. 682.802 and with the Plan of tf)e Authority. 

(b) The audt must also examine the expendtures of 
the Authority using the cost principles found in Appendx C of 
34 CFR Part 74 if the Authority is an agency or instrumentality 
of a State or local government, or Appendx F of that Part if 
the Authority is a non-profit corporation, as follows: 

(1 ) The GSL and PLUS loan programs of the Authority 
are treated as the Federal grant or contract with regard to 
which costs are allocated. 

(2) All costs incuned by the Authority are attributed to 
a cost category identified in tfie appropriate appendix. 

(3) Each cost is examined to determine whether it is 
reasonable and allocable to the GSL and PLUS loan pro- 
grams of the Authority. 

(4) Although costs must be attributed, where war- 
ranted, to categories of costs characterized in that Appendix 
as unallowable^ no determination is to be made thata cost is 
disallowed merely because such cost was one for which the 
Appendx requires advance approval by the Secretary or 
because the Appendx classifies that cost as unallowable. 



(Authority: 20 U.S.C. 1082. 1087-1) 

Appendix A to Part 682-Standards for 
Acceptable Refund Policies by Participating 
Schools 

Pt 682. App. A 

For purposes of Sec. 682.606(b). the Secretary con- 
siders guidelines VI. Vll. and VIII of the following document 
to be acceptable elements of a fair and equitable school 
refund policy. The document, which is reproduced in its 
entirety for the convenience of the reader, was developed by 
the National Association of Ccllege and University Business 
Officers. The document does not affect a school's obligation 
to comply with other Department of Education regulations. 

Policy Guidelines for Refund of Student Charges 

(I) The governing board of the institution should re- 
view and approve the schedule of all institutional charges 
and refund policies applicable to students. The pricing of 
services and refund policies have important consequences 
to students, parents, the institution, and society; as such, 
pridng and refund policies should receive board attention 
and approval. 

(II) Institutions should seek consumer views in the 
process of establishing and amending charge and refund 
structures. Decisions regarding institutional funds are ulti- 
mately the sole responsibility of the institution's legally des- 
ignated fund custodians. However, consumer concerns do 
affect decision making, and involving consumers in decision 
making related to charges and refunds is a desirable ap- 
proach for assessing student needs and creating public 
awareness of institutional requirements. 

(III) Institutions should publish a current schedule of 
all student charges, a statement of the purpose for such 
charges, and related refund policies, and have them readily 
available free of charge to current and prospective students. 
Students and parents have a right to know what charges they 
will be expected to pay and what will or will not be refunded 
They also have a right to know what services accompany 
payment to the charges. Informational materials published 
free for students and prospective students are ideal for this 
purpose. 

(iV) Institutions should cleariy designate all optional 
charges as "optional* in all published schedules and related 
materials. Cleariy, charges that are mandatory and charges 
that are optional must be plainly differentiated in all printed 
materials. Also, the institution should state cleariy in its 
schedule if a charge is optional for some students but 
required for others. Statements accompanying the schedule 
may include institutional endorsements of the optional pro- 
gram or service. 

(V) Institutions should cleariy identify charges and 
deposits that are nonrefundable as "Yionrefundable" on all 
published schedules. Institutions determine on an individual 
basis which of their charges are refundable or non-refund- 
able. In general, admission fees, application fees, laboratory 
fees, facility and student activity fees, and other similar 
charges are notrefundable. These fees aregenerallycharged 
to cover the cost of activities such as processing applications 
and other student information, reserving academic positions, 
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ar>d astabllshing the limits of Institutional programs and 
services, reserving housing space, and otherwise setting the 
fixed costs of the institution for the coming academic periods. 

Institutions determine on an individual basis which of 
their deposits are refundable or nonrefundable. Some de- 
posits will be nonrefundable or will be credited to a student*s 
account (e.g., tuition deposits). Others are refundable ac- 
cording to the terms of the deposit agreement (e.g.. deposits 
for breakage). 

(VI) institutions should refund housing rental charges, 
less a deposit, so long as written notification of cancellation 
Is made prior to a well-publicized date that provides reason- 
able opportunity to make the space available to other stu- 
dents. Written notification on or before the beginning of the 
term of the contract Is necessary to ensure utilization of 
housing units. During the temi of ttie contract, room charges 
are generally not refundable. However, based on the pro- 
gram offered, space availability, debt service requirements, 
Stete and local laws, and other individual circumstances. 
Institutions \^ay provide for some more flexible refund guide- 
line for housing. 

(VII) Institutions should refund board charges in full, 
less a deposit, if written notification of cancellation is made 
prior to a well-publicized date that falls on or before the 
beginning of the term of the contract Subsequ3nt board 
charges shpuW be refunded on a pro rata basis less a 
with^^rewal fee. It is reasonable to make a refund for those 
goods and services not consumed. The withdrawal charge 
should reflect that portion of an institution's costs that are 
fixed for the tenn of the contract. 

(VIII) The Institutional tuition refund policy for an 
academtepenod should Include thefollowing minimum guide- 
lines: 

A. The Institution should refund 100 percent of the 
tuition charges, less a deposit fee. If written notification of 
cancellation Is made prior to a well-publicized date that falls 
on or before the first day of classes. 

B. The Institution should refund at least 25 percent of 
the tuition charge if written notification of withdrawal is made 
during the first 25 percent of the academic period. It is 
reasonable to refund tuition charges on a sliding scale if a 
student withdraws from his or her program prior to the end of 
the first 25 percent of the academic period unless State law 
imposes a more restrictive refund policy. 

(IX) The Institution should assess no penally charges 
where the institution, as opposed to the student. Is in error. 
Theinstitution hasassessedcharges in error. Penalty charges, 
such as those Involving late registration fees, change of 
schedule fees, or late payment fees, should not be assessed 
If It is detemilned that the student Is not responsible for the 
actiOi; causing the charge to be levied. 

(X) Institutions should advise students that any notifi- 
cations of withdrawal or cancellation and requests for refund 
must be in writing and addressed to the desig nated institu tion 
officer. A student's written notification of withdrawal or can- 
cellation and request for a refund provides an accurate 
recordoftransactionsandalsoensuresthatsuchrequestwill 
be processed on a timely basis. Acceptance of oral requests 
is an undesirable practice. 



(XI) Institutions should pay or credt refunds due on a 
timely basis. The definition of timely basis" shouW Include 
the time required to process a fbmial student request for 
refund, to process a check If required, and to allow for mail 
delivery, when necessary. If an institution has a policy that a 
refund of an inconsequential amount will not be made, this 
policy shouM be published in part of all materials related to 
refund policies. 

(XII) Institutions should publicize, as a part of their 
dissemination of infbmnation on charges and refunds, that an 
appeals process exists for students or parents who feel that 
individual circumstances warrant exceptions from published 
policy. The infomiational materials should include the name, 
titie.andaddressoftheofficialresponsibte.Although charges 
and refund policies shouM reflect extensive conskieration of 
student and institutional needs, It will, not be possible to 
encompasslnthesestructuresthevarie^of personal circum- 
stances that may exist or develop. Institutions are required to 
provide a system of due process to their students, and 
charges and refund policies are legitimately a part of that 
process. Students and parents should be infomied regulariy 
of procedures for requesting information conceming excep- 
tions to published policies. 

[51 FR 40926, Nov. 10, 1986] 

Appendix B to Part 682-Guaranteed Student 
Loan Program Tables for Determination of 
Expected Family Contribution for 198&-87 

Pt 682. App. B 

If authorized under the provisions of Sec. 
682.301(f)(2)(li), an Institution may use the following tables to 
detemiine the student's expected family contribution. 

For purposes of the four tables- 

"Dependent student" means a student who does not 
qualify as an "independent student"; 

Independent student* is defined in 34 CFR 668.1a; 

and 

•Adjusted gross income" means the income, as de- 
fined in section 62 of the Intemal Revenue Code, received in 
1985. 



Table A.-Expected Family Contribution for a 
Dependent Student From a Two-Parent Family- 
1986-87 

For a dependent student from a two-parent family, the 
educational institution detennines the student's expected 
family contribution according to Table A. The amount ob- 
tained from the table Is divided by the number of family 
mCimbers enrolled on atleastahalf-timebasisinapostsecon- 
dary educational institution. 

As used In Table A, 'Family members" includes the 
student, the students spouse and their dependents, and the 
students mother and father and their dependents. If the 
family includes a stepparent whose income is included in the 
adjusted gross family income, family members also Includes 
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the stepparent and the dependents of the stepparent. 

Table A is based on the following assumptions: 

0 One of the two parents is employed. 

0 No assets are considered. 

0 All of the family income was earned by theemployed 
parent 

The conversion of the adjusted gross income to the 
expected family contribution is performed by subtracting 
from the adjusted gross income the following- 

-Federal income tax. based on standard deductions, 
computed at the rata applied to married taxpayers filing joint 
returns; 

-F.I.C.A. (Social Security) for one wage earner: 

•Average State and o!her taxes (8%); and 

-A Standard Maintenance Allowance based on the 
average non-discretionary living expenses for families, de- 
rived from the Bureau of Labor Statistics low budget stan- 
dard, and adjusted for Inflation and family size. The Standard 
Maintenance Allowance does not include an allowance for 
the Itv^ig expenses of the dependent student for the 9 
months the student is attending school because those living 
expenses are included in the student's cost of attendance. 

To this balance, called 'available income." which 
represents discretionary income, a conversion percentage is 
applied. The percentage increases a& available income 
Increases. The resulting value is the expected family contri- 
bution. 

insert illus. 713 
insert illus. 714 
insert ilius. 715 
insert illus. 71f^ 
insert illus. 717 

Tab!a B.-Expected Family Contribution for a 
Dependent Student From a One-Parent Family- 
1986*87 

For a dependent student from a one*parentfamily. the 
educational institution determines the student's expected 
family contribution according to Table 3. The amount ob- 
tained from the table is divided by tiK> number of family 
members en rolled on at least a half-time k>asi s in a postsecod- 
ary educational institution. 

As used In Table B. "Family members" includes tiie 
student, the student's spouse and tiieir dependents, and the 
student's parent and the parent's dependents. 

Table B is based on tiie following assumptions: 

0 The parent is employed. 



0 No assets are considered. 

0 All of tiie family income was earned by tfie parent 

The conversion of tiie adjusted gross income to tiie 
expected family contribution is performed by subtracting 
from tiie adjusted gross income tiie following- 

•Federal income tax. based on standard deductions, 
computed at the rata applied to taxpayers who qualify as 
head of household; 

•F.I.C.A. (Social Security) for one wage eamen 

-Average State and other taxes (6%); 

-An employment allowance of 35% of income^ to a 
maximum of $2,000; and 

-A Standard Maintenance Allowance based on tiie 
average non-discretionary living expenses for families, de- 
rived from tiie Bureau of Labor Statistics low budget stan- 
dard, and adjusted for inflation and family size. The Standard 
Maintenance Allowance does not include an allowanoe for 
tiie Kving expenses of the dependent student for the 9 
montiis tiie student is attending school because tiie living 
expenses are included in the student's cost of attendance. 

To tills balance, called "available Income/ which 
represents discretionary income, a conversion percentage is 
applied. The percentage increases as available income 
increases. The resulting value is tiie expected family contri- 
bution. 

insert illus. 720 
insert illus. 721 
insert illus. 722 
insert illus. 723 
insert ilius. 724 

Table C.-Expected Family Contribution for a . 
Married Independent Si^udent-1986*87 

For a manled independent student, tiie education 
institution determines tiie student's expected famfiy contri- 
bution according to Table C. The amount obtained from tiie 
table is divided by ti}9 number of family members enrolled on 
at least a halt-time basis in a postsecondary education 
institution. Ihe contnl>utions set fortii in Table C are based on 
a 1 2-montfi budget If an educational institution calculates an 
independent student budget on a Snnontii basis, it must 
multiply tiie contn'bution in tfie table by .75. No family assets 
are considered. 

As used in Table C. 'Family members" includes tiie 
student, tfie student's spouse and tiieir dependents. 

The conversion of tiie adjusted gross income to tiie 
expected family contribution is performed by subtracting 
from tiie adjusted gross income tiie following: 

-Federal income tax. based on standard deductions, 
computed at tfie rate applied to married taxpayers filing joint 
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ratums; 

-F.LCA (Social Security) foe one wage earner; and 

-Average State and other taxes (4%). 

The resulting value is the expected family contribt^ 
tion. No deduction is made for living expenses of the student 
and his or her family because those expenses are included 
in the student's cost of attendance. 

insert illus. 726 

insert aius. 727 

insert illus. 728 

insert illus. 729 

insert illus. 730 

Table D. Expected Family Contribution for a 
Single independent Student-1 986*87 

For a.single independent student, the educational 
institut'on determines the student's expected family contri- 
bution according to Table D. The amount obtained from the 
table is divided by the number of family members enrolled on 
at least a half-4ime basis in a postsecondary educational 
institution. The contributions setforth in Table D are based on 
a 12-month budget If an educational institution calculates an 
independent student budget on a 9-month basis, it must 
multiply the contribution in the table by .75. No family assets 
are considered. 

As used in Table D, 'Family members* includes the 
student and the student's dependents. 

The conversicMi of >he adjusted gross income to the 
expected family contnbution is performed by subtracting 
from the adjusted gross income the following: 

-Federal income tax, based on standard deductions, 
computed at the rate applied to taxpayers who qualify as 
heads of households; 

-FJ.C.A. (Social Security) for one wage earner- «nd 

-Average State and other u^xes (4%). 

The resulting value Is the expected family contribu- 
tion. No deduction is made for living expenses for the student 
and his or her family because those expenses are Included 
in the student's cost of attendance. 

Insert Illus. 732 

Insert liius. 733 

Insert (ilus. 734 

Insert lilus. 735 

Insert illus. 736 

(51 FR 12766, Apr. 15, 1986) 



AppendixCtoPait682-Procedures for Curing 
Violations of the Due Diiigenca in Collection 
and Timely niing of Claims Requirements 
Applicable to FISLP and Federal PLUS 
Program Loans and for Repayment of Interest 
and Special Allowance Overbllilngs [Bulletin 
L-77al 

PI 682, App.C 

K*ote: The followii.^ is a reprint of Bulletin L*77a, 
issued on January 7, 1983, with minor modifications made to 
reflect changes in the program regulations since that date. AH 
references •o the data of Ws bulletin' herein refer to that 
date. An references made to the Federal Insured Student 
Loan Program (FISLP) shall be understood to include the 
Federal PLUS Program. The bulletin includes references to 
the 120- and 180-day default pedods that used to apply to 
GSLP and PLUS Program loans. Public Law 99-272 estab- 
lished new default peiiods of 180 and 240 days (as set out in 
34 CFR 682.200 of these regulations) for all new loans and 
many existing ones. Although the discussion in this Appendix 
C refens to the 1 20- and 130-day default periods, it is equally 
applicdbie to the new 180- and 240Kiay default periods. 
Finally, references to sections of the regulations published 
on September 1 7, 1 979 (44 FR 539 1 6) are so noted. Alt other 
citations refer to the current regulations. 

Introduction 

This bulletin prescribes procedures for lenders to use 
( 1 ) to cure violation s of the requirenients for due diligence in 
collection ("due diligence*) and timely filing of claims under 
the Federal Insured Student Loan Program (FISLF'), and (2) 
to repay interest and spedal allowance overbiiiingu made on 
loans evidencing such violations. See 34 CFR S82.507, 
682.51 1.\1\ 

These procedures allow for the reinstatement of a 
lender's ellgibiilty for interest and special allowance and 
claim payments on loans evidencing such violations, under 
specified circumstances. These procedures apply to loans 
for which the first day of the 120-day or 180-day default 
period occurred on or after October 21, 1979 (the effective 
date of the September 17, 1979, regulations), whether or not 
the loans have previously been submitted as claims to the 
Secretary. 

The due diligence and timely filing requirements 
governing the FISLP were established in response to re- 
quests from some lenders for more detailed regulatory 
guidance on the proper handling of FISLP loans. De$c^te the 
promulgation of these provisions, a nur.iber of lenders have 
failed to exercise th e requisite care in their treatment of these 
loans, thereby increasing the risk of default thereon and, in 
many cases, prejudicing the Secretary's ability tocollectfrom 
the borrowers. At the time the cunent due diligence and 
timely filing rules were issued, the Secretary anticipated that 
violations of these rules would be so nfrequent as to permit 
requests for nures to be handled individually. See 44 PR 
53916 (September 17, 1979). However, the unexpectedly 
high incidence of violations of these rules has made contin- 



\1\ All references to the program regulations are to Part 682 
of Title 34 of the Code of Federal Regulations (34 CFR Part 
682). 
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ued case-by-case treatment of all cure requests administra- 
tively unmanageable. After carefully considering the views of 
lenders and other program participants, the Secretary has 
decicled to exercise his authority under 20 U.S.C. 1082(a) 
(5). (6). and 34 OPR 682.51 7(g) (1979). and institute uniform 
procedures by which lenders with loans involving violations 
of the due diligence or timely filing requirements may cure 
these violations. 

Due Diligence 

Except as provideo* in 34 CFR 682.509(e)(3) (1979). 
collection activity is required to begin immediately upon 
delinquency by the bon'ower in honoring the repayment 
obligation. This holds true whether or not the borrower 
received a repayment schedule or signed a repayment 
agreement Under 34 CFR 682.200, default on a FISLP loan 
occurs when a borrower fails to make a payment when due, 
provided this failure persists for 120 days for leans payable 
in monthly installments, or for 180 days for loans payable in 
les s frequent installments. If, however, the lender has added 
the optional provision to the promissory note requiring the 
borrower to execute a repayment agreement not later than 
120 days prior to the expiration of the grace period (See 34 
CFR 682.509(e)(3). (1979). the loan entered rep^ment prior 
to September 4, 1985 (see 50 FR 35970). the lender sends 
the agreement to the borrower 150 days or niore before the 
end of the grace period, and the agreement is not executed 
before the end of tiie grace period, defaultoccurs at that time. 
See 34 CFR 682.510(b)(ii) (1979). One exception to this rule 
is as follows: if the holder of the loan is not the lender that 
made the loan, the holder may choose to forego enforcement 
of the optional 120*day provision in the note. 

The 120/180 day default period applies regardless of 
whether payments were missed consecutively or intemiit- 
tently. For example, if the borrower, on a loan payable in 
monthly installments, makes his January 1st payment on 
time, his February 1st payment two months late (April 1st), 
his March 1st payment three months late (June 1st), and 
makes no further payments, the default period begins on 
February 1 st, with the first delinquency, and ends on August 
1st, when the April 1st payment becomes 120 d^s past due. 
The lender must treat the payment made on April 1 st as the 
February 1 st payment, since the February 1 st p^ment had 
not been made prior to that time. Similariy, the lender must 
treat the payment made on June 1st as the March 1st 
payment, since the March payment had not been made prior 
to that time. Note: Lenders are strongly encouraged to 
exercise forbearance, prior to default, for the benefit of 
borrowers who have missed payments intermittentiy hut 
have otherwise indk^ated willingness to repay their loans. 
See 34 CFR 682.21 1. The forebear.'iice process helps to 
reduce the incidence of default, and serves to emphasize for 
the bon'ower the importance of compliance with the repay- 
ment obligation. 

Timely Filing 

The 90-day filing period applicable to FISLP default 
claims is set forth In 34 CFR 682.51 1(e) (1 ) and (3). The 90- 
day filing period begins at the end of the 120/180 day default 
period. The lender must file a default claim on a loan in default 
by the end of the filing period, unless the bon'ower brings the 
account cun-ent before the end of the filing period. In such a 
case, the lender may choose not to file a claim on the toan at 
that time. 
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In addition, for any loan less than 210 days delinquent 
on the date of this bulletin, the lender need not file a daim on 
that loan before the 210th d^ of delinquency (120-day 
default period plus 90-day filing period) if the borrower brinqi^ 
the account less than 120 days delinquentbefore sucti ^lOth 
day. Thus, in the above example, if the borrower makes the 
April 1st payment on August 2nd, the 90-day filing period 
continues to run from August 1st. unless the loan was less 
than 210 days delinquent on the date of this bulletin, if the 
loan was less than 210 days delinquent on the date of this 
bulletin, then the August 2nd payment makes the loan 91 
days delinquent, and the lender may. but need not file a 
default claim on the loan at that time. If, however, that loan 
again becomes 120 days delinquent, the lender must file a 
default claim within 90 days thereafter (unless the ban Is 
again brought to less than 120 days delinquent prior to the 
end of that 90 day period). In other words, for any loan less 
than 210 days delinquent on tfie date of this bulletin, the 
Secretary will pemiit a lender to treat payments made during 
the filing period as "curing* the default if such payments are 
sufficient to make the ban less than 120 days delinquent 

If a lender fails to comply with either the due dligenoe 
or timely filing requirements, the affected loan ceases to be 
insured; that Is, the lender loses its right to receive interest 
benefits, special allowance and claim payments thereon. 
Some examples of violations of the due diligence require- 
ments are set out in section I.C. below. 

I. Cure Procedures 

A. Definitions. 

The following definitions apply to *enns used through- 
out Section I of this bulletin. 

"Full paymenr means payment by the bon'ower, or 
another person (other than the lender) on the borrower's 
behalf, in an amount at least as great as tiie monthly payment 
amount required under the e)dsting temis of the ban. exclu- 
sive of any forbearance agreement in force at the time of the 
default (For example, if the original repayment schedule or 
agreement called for payments of $30 per month, but a 
forbearance agreement was in effect at the time of default 
thatallowed the borrower to pay$15permonthforaspectfied 
time, and the borrower defaulted in making the reduced 
payments, a full paymenr would be $30. or two $15 pay- 
ments in accordance with the original repayment schedule or 
agreement.) 

"Reinstatement" with respect to insurance coverage 
means the reinstatement of the lender's right to receive 
default, death, disability, or bankruptcy claim payments for 
the unpaid principal balance of tiie loan and for unpaid 
interest accruing on the loan after tiie date of reinstatement. 
Upon reinstatement of insurance, the bon'ower regains the 
right to receive forbearance or deferments, as appropriate. 
For purposes of this bulletin, "reinstatement^ with respect to 
insurance on a loan does not include reinstatement of the 
lender's right to receive interest and special allowance pay- 
ments on that loan. Reinstatement of the lender's rights to 
receive interest and special albwance payments is ad- 
dressed in Section I.B. 1, below. 

B. General 

1. Resumption of Interest and Special Allowance 
Billing on lj)ans Involving Due Diligence or Timely Rling 
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Violations, irbrany loan on which ? rure Is attompted under 
this bulletin, ttte lend^' ^ay resunne billing for interest and 
special allowanoe on J < <oan only for penods following the 
earlierof (l)itsreoeiptoi «neequivalentof three full payments 
thereon, c!t9r the date of this bulletin or the date of the 
violation, whichever is later, or (2) receipt by the borrower of 
an authorized deferment, after reinstatement of insurance 
coverage. 

2. Reservation of the Secretar/s Right to Strict En- 
forcement While this bulletin allows cures to be attempted 
for particular violations in specified ways, the Secretary 
retains the option of refusing to permit or recognize cures in 
cases where, in the Secretary's judgment, a lender has 
committed an excessive number of severe violations of the 
due dBgonce or timely fifing rules, and in cases where the 
best interests of tite program otherwise require strict enforce- 
ment of these requirements. More generally, this bulletin 
states the Seaetar/s general poGcy and is not intended to 
Kmit in any way the authori^ and discretion afforded the 
Secretary by statute or regulation. 

3. Interest and Special Allowance Repayment and 
Certificatipn Required as a ConditicHi for the Secretary's 
Recognttioh of a Cure, the Secretary has commenced a 
concerted effort to recoup ail ^cess inteiest and special 
allowance payments niade on loans involving due diligence 
or timely fitirig violations. Accordingly, th<» Secretar wiQ not 
recognize aires for- such violations until tfr^ lender has filed 
an executed Interest and Spedal Allowance Certification 
Form (Attachment A) with the Division of Certification and 
Program Review of the regional office responsft>le for the 
State In which the lender maintains Its principal place of 
business. Additionally, the lender must enclose a photocopy 
of the certification with each 'cured* daim it IHes. 

4. Applicability of the Cure Procedures to Particular 
Classes of loans. The cure procedures outiined in this 
bulletin apply only to a loan for whicn the first day of the 120/ 
180 day default period that ended with defoult by the bor- 
rower occurred on or after October 21, 1979, and which 
involve violations only of the due dftgence and/or timely filing 
requirements. 

The cure procedures apprK:ableto loans involving due 
diligence violations also apply to loans invohnng violations of 
both the timely filing and due diligence requirements. 

5. Excusal of Certain Due Diligence Violations. A 
lender whose daim was previously dented solely for violation 
of the timely filing rule, and who is pemirtted to cure that 
violation under the procedures set out in this bulletin, will not 
be required to utilize the procedures for curing due diligence 
violations, or to repay interest and special allowance improp- 
eriy received from the Secretary as a result of a due diligence 
violation for periods prior to the timely filing violation. This 
applies even if, upon submission of the 'cured* daim, the 
Secretary discovers that evidence of due diligence violations 
appeared in the file of the previously rejected daim. 

The Secretary will also excuse a due diligence viola- 
tion by a lender if the account was brought currant by the 
borrower (oranother, other than the lender, on the borrower's 
behalO prior to the 120th/180th day of the delinquency period 
during which the violation occuned. 

6. Treatment of Accrued Interest on 'Cured' Claims- 
a. Due Diligence Violations. For any default daim involving 



'cured* violations of the due diligence rules, the Secretary wilt 
not retmbitfse the lender fcr any unpaid interest accruing 
after the first day of the 12CV180 day period that culminated 
in default, and prior to the date of reinstatement of insurance 
coverage. 

For any loan involving tured" due (^^ence viola- 
tions, the lender may capitalize unpaid interest accruing on 
the loan from the commencement of the 120/180 day default 
period to the date of the reinstateffvent of insurance cover- 
age. See sections i.C. and.D. below. However, i the tender 
later files a daim on that loan, the lender must deduct this 
capitalizad tnterestfrom the amount of the daim. This deduc- 
tion must be reflected in column 15 on the OE Fdmn 1207, 
fader's Application for Insurance Claim on Federal Insured 
Student Loan, filed with the daim evidencing the om. 

b. Timely RBng Violations. For any default claim 
involving 'cured* violations of the tiniely filing rules, the 
Secretary will not reimburse the lender for any unpaid inter- 
est accruing after the end of the 120/160 day default period 
that culminated in defauit,and prior lo the date of reinstate- 
ment of insurance coveiage. 

For any (fiafault daim involving a "curecf timely filing 
^.elation, if insurance coyer^ Is tater reinstated, the lender 
may cafxtalize unpaid tnterest accruing on the loan from the 
oommencenient of tfie original 120/18O day default period lo 
the date of tfie reinstatement of insurance coverage. See 
sections I.C. arid D. belm. ltowever. If the lender later fi^ 
a daim, on that loan, the lender must deduct this capitalized 
interest from the amount of the daim, except that the lender 
need not deduct from the daim unpaid interest that accrued 
on the loan during the original 120^180 day default period. 
This deduction must be reflected in Column 15 of the OE 
Fonn 1207, Lender's Appfication for Insurance Claim on 
Federal Insured Student Loan fled with the daim evidendng 
the cure. 

Some timely filing cures wi8 not reinstate insurance 
coverage. For treatment of accrued interest in such cases, 
see Section LD.I.c 

7. Documents to be Submitted with "Cured* Claims. 
The Secretary requests that any lender submitting a daim on 
a loan invohring 'cured* violations identic the daim as such 
with a note in the daim fSe stapled to the new OE Form 1 207. 

For an tured* daims, the lender must submit 

o For loans on which a daim was previously rejected, 
aQ documents sent bjf the regional office with the original 
claim (when tf)e daim was reacted and returned to the 
lender), induding without limitation, the original OE Fomi 
1207 and all documents showing the reason(s) for the 
original rejection; 

0 All documents ordinari^ required in connection with 
the submission of a default daim, induding, without limita- 
tion, the promissory note, which must beai a valid assign- 
ment to the United States of America; 

oAnewOE Fomi 1207; 

0 All documents showing thatthe lender has complied 
witii the applicable cure procedures and requirements; and 

0 A copy of the Interest and Special Allowance Certi- 
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fication form (Attachmont A). 

C. Cures for Nidations of the Due Diligence in Collec- 
tion Requirements (34 CFR 682.507) 

A violation of the duo diligence in collecb'on rules 
occurs when a lender fails to meet requirements found in 34 
CFR 682,507. For example, a violation occurs if the lender 
Msto: 

o Remind the .orrower of the date a missed payment 
was due within 15 days of deKnquency; 

o Attem pt to co ntact the borrower and any endorser at 
least 3 times at regular intervals during the rast of the 1 20/180 
day default period; 

o Request pre^'ms assistance from the Depart- 
ment of Education; 

o RequestskJp-tractng assistance from the Secretaiy, 
if required, or 

o Send a final demand letter to the borrower exerds- 
Ing the option to accelerate the due date for the outstanding 
balance of the loan, unless the lender does not know the 
borrowef's address as of the 90th day of de^nquen^. 

1 . Reinstatement of Insurance Coverage. In the case 
of a due dSigence violation, the lender may u tilize either of the 
two procedures described below for obtaimng reinstatement 
of insurance coverage on the loan. After the date of ihi^ 
buRetin, or after the date of the violation, whichever is later 

(a) the lender obtains a new repayment agreement 
signed the bontMver which compSes with the ten and 
fifteen year repayment limitations set out in 34 CFR 
682.209(aK6); or 

(b) ihe lender obtavis 3 full payments. If the borrower 
later defaults, the lender must submit evidence these 
payments (e.g. copies of the checks) with tSa delm. 

2. Borrower Deemed Current As of Date r f Cure. On 
the date the lender receives a signed copy if the new 
repayment agreement, or receives the third (a ri.-^) pay- 
ment, insurance coverage on the loan is re^nsta^xi, and the 
borrower shal be deemed by the lender to b-; offrent in 
repaying the loan and entitled to aR ripht^ and benefits 
available to FISLP borrowers. If the borower later becomes 
delinquent in repayment, the lender sh; ill follow the coffection 
procedures set out in 34 CFR 682.507, and the timely fifrng 
requirements set out in 34 CFR 682.51 1. 

D. Cures for \^olat'K>ns of the Timety Rling Require- 
ments (34 CFR 682.511) 

1. DefoultClaims- 

a. Reinstatement of Insurance Coverage. In order to 
obtain reinstatement of insurance coverage on a foan in the 
caseofa timetyfilingvio(atk)n,thelendermustfirttk>catethe 
bonower after the date of this bulletin, cr after the date of the 
violation, whichever is later (see Section t. D. 1 .d for deterip- 
t'on of acceptable evidence of focation). Then, the lender 
must send to the borrower, at the address at which the 
borrower was located, (i) a new repayment agreement, to be 
signed by the bonrower, which complies with the ten and 



fifteen year repayment limitations set out in 34 CFR 
682.209(a)(6), along with (li) a collection letter indicating in 
strong terms the seriousness of tfie borrower's delinquency 
anditspotential effoctonhis orhercredit rating if repayment 
is not commenced or resumed. 

If, within 30 days after the lender sends these items, 
the bonower fails to make a full payment or to sign and return 
the new repayment agreement, the lender shall, within 5 
woridng days thereafter, send tfie borrower a copy of tfie 
attached *8-Hour"coOection letter, on the lender's letterhead. 
(See Attachment B). 

b. Borrower Deemed Current Under Certain Circum> 
stances. If, within 45 days after the lender sends the new 
repayment agreement to the borrower for signature, the 
t)orrower makes a full payment or signs and returns the new 
repayment agreement, insurance coverage on the loan is 
reinstated The bonower shal be deemed by the lender to be 
cunent in repa^ng the foan and entitled to all rights and 
benefits avalable to FISLP borrowers. If )he borrower later 
becomes definquent in repayment, the iendershall folfowthe 
collection steps set out in 34 CFR 682.507 and the timely 
filing requrements set out in 34 CFR 682.51 1. 

c. Borrower Deemedin Default Under Certain Circum- 
stances. If theborrower does not make a full payment, or sign 
and return the new repayment agreement, within 45 dcys 
after the fonder sends the new repayment agreement, the 
fonder shall deem the borrower to be in defouit The fonder 
shaS then fifo a defoult daim on the foan accompanied by 
acceptable evidence of focatfon (see I.D.I.d befow), within 30 
days after the end of such 45*day period. Although insurance 
coverage is not reinstated on foans involving these circum- 
stances, the Secretary wiK honor default daim s submitted in 
accordance with tns paragraph, on the outstanding principal 
balance of such foans, and on unpaid interest accruing on the 
foan during the 120/180 day defouit period 

d Acceptabfo Evidence of Locatioii. Only the follow- 
ing documentation is acceptabfo as evidence tfiatthe fonder 
has located the borrower 

(i) Postal receiptsigned by the tx>rrowerrx)tmore than 
25 days prior to the date on which the lender sent the new 
repayment agreement, indicating acceptance of correspon- 
dence from the lender by the borrower at the address shown 
on the receipt; or 

Oi) A completed "CertiHcation of Borrower Location* 
form (Attachment C). 

2. Death, Disability, and Bankruptcy Claims. Lenders 
may immediate^ resubmit any death or disability dalm which 
was rejected sofoly for failure to meet the 60 day timely filing 
requ^ment (see 34 CFR 685.51 1(eK2))* However, the 
Secretary will not pay any such daim if, before the date the 
lender determined ttot the borrower dod or was fotaHy and 
pennanentfy disabled, r^e lender had violated the due dOi- 
gence or timely fifing reqinraments applicabfo to default 
claims with respect to that loan. Interest tfiat accrued on the 
foan after the expiration of the 60day fiftng period remains 
uninsured by the Secretary, and the tender must repay all 
interest and special attowance received on the loan for 
periods after tfie expiration of the 60-day filing period. 

The Secretary has detennined that, in the vast major- 
ity of cases, the failure of a lender to compty with the time^ 



WRpg requirement applicable to l)anknjptcy claims causes 
irreparable harm to the Secretary's abdity to contest the 
discharge of the loan by the court, or to Qtherwiso collect from 
the borrower. Therefore, the Secretary has decided not to 
permit cures for violations of the timely filing requirement 
applicable to bankruptcy claims, exceptwhen the lender can 
demonstrate that the bankrupted action has concluded and 
that the k)an has not been discharged in bankruptcy. In that 
case, the lender shal treat the loan as in default The 
Secretary will honor a default daim later filed on such a loan 
only if the lender has met the cure requirements set out ki 
Section I.e. above for due diligence violatkxis. 

II. Repayment of Interest and Special Allowance on 
Loans Evkiendng Vx}latk>ns of the Due Diligence or Timely 
Rling Requirements 

A. General Rule 

It has always been the Secretar/s interpretatkm of 
the RSLP statute and regulations that a lender's right to 
receive interest and spedal allowance payments on a RSLP 
k>an terminates Immediately following the lender's violatk>n 
of the due diEgerice or tin^y filing requirement. This appfM 
whether or notthe lender has fSedadiaim on the toart In other 
words, lenders macf receive mterest and special aSowance 
only on loans whKh are insured by tfie Secretary. Since 
these violatk>hs result in the terminatk)n of insurance, they 
also result in the termination of RSLP benefits. 

6. Cessation of BOIing on Loans Evidencing Vk)lations 
of the Due Diligence or Timely Fing Requirements 

Any lender currently billing the Secretary for interest 
and special allowance on a k>an that the lender knows 
involves a due diligence or tinoely fiGng violation must cease 
doing so imme(fiataly. However, except in connectkm with 
the certifk^ab'on descn'bed beksw, lenders are not required at 
this time to review their toan portfolios for due diligence and 
timely filing violations. 

C. Determination of Amounts of Interest and Special 
Alfowance That Must Be Repaid 

1. Due Diligence Violations. In the case of due dR- 
gencG vioIatx>ns, it is often difficult to ascertain the predse 
date on which a vk>lation occurred. For the administrative 
ease of the Secretary and lenders, the Secretary has decided 
to waive his nght to recoup interest and spGdal aKowance 
payments made to a lender for periods between the date of 
a due diligence violation and the end of the 120/180 day 
default period. However, any lender that has rsceived tnter- 
est and/or special aflowance payments from the Secreta^ 
for periods £^er the end of tiie 1 20/1 80 day defoult period on 
a loan that the lender knows involves a due dUigence viola- 
tion must promptly repay those amounts. 

2. Timely Rling Violations. In the case of timely filing 
mlations, the lender bses its right to receive interest and 
spedal allowance payments as of the expiration of the 
appRcable timely filing period. Therefore, any lender that has 
received interest and/or special altowance payments from 
the Secretary for periods following tiie end of the applbable 
timely filing period on a loan that the lender knows involves 
a time^ filing vx>Iation must repay those amounts. 

3. Situations in Whk^h a Lender May Have Received 
Interest Benefits for Periods During Which a Loan was' 



Untfi8ur^. Because most due diligence violations, and all 
timely, fiung vk>latrjns, occur after termination of the grace 
period, interest pigments are ordmarHy not affected by such 
violations. Howwer, there are three types of situations In 
which a lender may have received interest payments from 
the Secretary to which it was not entitled due to a due 
(fiigenca or timely filing vk)lation. 

a. Promissoiy notes that indude a requirement that 
the bonrower sign a repayment agreement no later than 1 20 
days prior to thee)^ratk)n of the grace pericdlnsudi cases, 
a due (Sigenoe vk)latiori m^ occur during the grace period, 
when the lender may othenwise have been efigible to receive 
interest benefits. However the lender need not repay that 
interest to the Secretary. See II.C.1. above. 

b. Defennent Periods. A due dnigence violation may 
occur prior to a deferment period when the lender wouki 
otherwise have been eTigibte to receive interest benefits. 

c. Loans Made Prior to December 15, 1968. A loan 
disbursed prior to December 15, 1968, and which qualified 
for paynrtent of Federal interest t)enetlu at the time the k)an 
was disbursed, quaifiet for payment of a 3 percent Interest 
substdy on the unpaid principal balance during the entire 
repayment periods provided the foan remains insured. In the 
case of such a k>an, a due diSgence or timely fifing vtolation 
terminates the lender's eligibiG^ for the 3 percent payments. 

D. Procedures for Repayment of Federal Interest 
Benefits and Spedal AHowance Received by a Lender for 
Periods During Which a Loan Was Uninsured 

A Lender must make the repayments of interest and/ 
or special allowance dscussed In II.C, above, wsy of an 
adiustnnentduring the two quarters immedtataly folkywing the 
d»covety of the vnlation. These adfustments nujst be re- 
ported in a fonnat sirnilar to that in Attechment D, and must 
not be reported on the normal Lender's Request for Interest 
and Special Alowance (ED Fonn 799) submission. Lenders 
are requested not to send a check with the adjustment, the 
overpaki amount wil be deducted by the Secretary from the 
lender's next regular interest and special aUowance pay- 
ment The adjustment must state the quarters for which the 
acjustment is being made, and the total dollar amounts of afi 
bans involved in the adjustment In addtion, for five years 
after any foan for which an adjustment Is nrtade is repakl in 
fuK, the lender shal retsan a record of the basis for the 
adjustment showing the amount(s) of the overbiling(s) re- 
p^, the vx>latior>{s) giving rise to the overbiifing(s), and the 
date it used for cassation of interest and^orspectal altow«kice 
eligiblTtty m calculating th overbied amount See 34 CFR 
682.515(a)(2). Completed adjustment fonms shoukJ be sent 
to the folk>wing addess: Student Loan Processing Center, 
P.O. Box 2640, Noriblk, Virginia 23501. 

Attachments. 

Attachment A-lnterest and Spedal Allowance Certification 
Fonn 

I, (name) )00000(, as a du^ authorized offidal of 
(lender name and address) XXXXXX, hereby certify on 
behalf of this institution as follows: 

(1) After consulting with aQ appropriate empbyees, 
agents, and servicers of this institution responsible for the 
collection of, and the filkig of dams on, RSLP foans. I have 
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determined that tHs inttitution has not knovvingV delayed 
liBng dairns on FISLP loans evidendny vioiations of the due 
diiioence, timely filing or other requirements for the purpose 
of coitinuing to bill the Secretary of Education or his prede- 
cessors for interest benefits or spectat aOoWance thereonp 
nor wiB this institution do so in the future. 

(2) This institution wn thoroughly review iril RSLP 
loans for which dain"^ were denied for vfolatfon of the due 
digence in collection or timely ting regulations, 34 CFR 
882.51 1 and .516 (1979) respectively or the current regula- 
tions, 34 CFR682.507and51 1, respectively. The purpose of 
this review be to determine how much Interest and 
spectaialowance the Secretary has paid this institution on 
these loans for the perfod(s) during which they were unin- 
swed due to these vfolations. This institutfon wfll repay any 
and all such amounts so determined by way of an adjustment 
to or>9 of the next two quarteriy interest and special allow- 
ance biings (ED Fbnn 799). 

(3) This institution wi8 retain aS records and upon 
request will provide the Secretary of Education with all 
inbmiation required by Bdletin L-77a in connection with 
repayment of interest and special allowance overbormgs 

Signature of Empfoyee 

Date 

Lender identification Number 

Insert Qlus. 0338 

Insert Plus. 0339 

Insert Olus. 0340 

[51 FR 40927, Nov. 10, 1986] 

APPENDIX-*SUMMARY OF COMMENTS 

Section 682410 Fiscal, administrative^ and enforcement 
requirements 

Comments: Several commenters supported the Sec- 
retary's proposal to establish a detolt rate that would trigger 
a guarantee agent's review of a school. However, many 
commenters suggested that the 15% default rate trigger was 
too low and should be increased to reduce the burden 
imposed on schools and agencies by ^is requirement 

Discussion: A change has been made. The Secretary 
has revised the NPRM by increasing from 15% to 20% the 
defiault rate that triggers aguarantee agen^ program review 
of a school. The final njle also excludes f^m mandatory 
review any school that is subject to a defoult management 
plan imposed by the Secretary under 34 CFR 668.15, and 
any school whose defaultrate of over 20 percentis notbased 
on atleastone cohortof loans entering repayment in a single 
fiscal year that totals $100,000 or more. These revisions 
significantly reduce the number of program reviews tfiat an 
agency would have been required to perform under the 
NPRM while preserving the effectiveness of this requirement 
as a default reduction tool. 



The Secretary notes that, as guarantee agencies 
have previously been informed, the Departn)ent is receptive 
to proposals from individual guarantee agencies to empfoy 
specific selection crfteda for program reviews that differ from 
the top ten/2%" program review criteria in current Sea 
e^410(cK1)(a) (A) and (8). If the Secretary is satisfied that 
an agenqr's proposed criteria represent an effective ap- 
proach to the soleoion of schools for reviews, he will grant 
tiiat agency a waiver from those provisions. 

Convnents: Several commenters questioned the 
guarantee agendes' expertise to conduct program reviews 
of schools. Some commenters suggested that the reviews 
should be performed by profossionally-^rained auditors 
through program reviews by the Secretary or independent 
auditors hired by schools to review other Federal programs. 

Discussion: No change has been made. Although the 
Secretary intends to increase Federal lender and school 
reviews, it is the Secretary's intent that guarantee agencies 
can and should ass jnte a nujor responsibility for monitoring 
th«> program partidpants. The Secretary has provided 
guarantee agendes with extensve training in program re- 
view requirements and has developed a comprehensive »te 
review guide for agen^ use. 

Comments: One commenter recommended that the 
Secretary Indude a provision thai would exempt from guar- 
antee agency review any school that had towered its defoult 
rate tobefow 15% even if its defoultrateexoeeded 15% in the 
immediately preceding year. 

Discussion: No change has been made. The Secre* 
tary believes thatthe increase from 1 5% to 20% in the defoult 
rate that triggers a guarantee agency review adequately 
addresses this concern. 

Comments: Two commenters supported the require- 
ment of guarantee agency program reviews of schools with 
excessive defaultrates, but thoughtthatthe review should be 
limited to the GSL. SLS, and PLUS programs, and should not 
indude other Title IV programs. 

Discussion: No change has been made. The provi- 
sion requiring guarantee agency reviews of schools with 
fiscal year defoult rates in excess of 20% applies on^ to the 
GSL. PLUS, and SLS programs. 

Comments: Several commenters questioned which 
agency would conduct the compliar)ce program review for 
schools that deal wnth several guarantee agendes. 

Discussion: No chan(;3 has been made. An agency 
may either conduct a joint review of a school with another 
agency or establish a redprocai agreement with the other 
agency. Underajoint review or a redprocai agreement, each 
partidpating agency is responsible for the quality of the 
review. TheSecretaryrecommendsthatallredprocal agree- 
ments stete that the perfonning agency will conduct the 
review in accordance with the OSFA site review guides, and 
that, as required, any unique requirements of each agen^ 
whose review response is to be satisfied by a review under 
the agreement will be induded in each such review. 

Sdction682.41lDuedllfgencebylenderslnthecollectfon 
of guarantee agency loans 

Comments: Some commenters recommended that. 
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rather than requiring the iender to provide a copy of each 
predaim assistance request to the school for attendance a! 
}fthkh the loan was made, the lender should be allowed to 
provide this information to the last school attended by the 
bom)wer. The commehters noted that the last s6hool at- 
tended by the borrower could provide more recent infbnna- 
tion to assist the lender in its collection efforts. 

Discussion: No change has been made. The require* 
ment that a lender provide a school with a copy of the 
predaim assistance request Is desig ned to alert the school of 
a potential default by one of i.s students, and to allow the 
school an opportuni^ to act in a ftneiy manner to avert a 
default Fairness requires that the school agidnst whom a 
default win be charged have the opportunity to make a 
diligent effort to contact the borrower to encourage repay- 
ment. 

Comments: Some commenters suggested that lend- 
ers be allowed to provide a periodic list to the school of 
delinquent borrowers for which the lender has requested 
predaim assistance from the guarantor. Other commenters 
suggested that the guarantors, rather than lenders, provide 
this information to schods. 

Discussion: A change has been made. The final 
regulations require the lender to notify the schod within 30 
days after it requests predaim assistance, in this way, the 
regulations allow time for guarantors wishing to do so to 
provide schools with this notice on lenders* behalf, through 
the use of periodic fists. However, the Secretary beSeves that 
prompt notice to the schod is necessary for any actions 
taken by the schod to be meaningful in averting defodts, and 
is therefore requving that notfoe reach the schod within 30 
days of the date of the lender's pnadaon assistance request 

Section 682,604 Procetsing the borrower loan proceeds 
and counseling borrowers 

Comments: Many commenters proposed that the 
lender, not the school, be responsible for counseling the 
student pnor to the disbursement of the foan proceeds to the 
insQtution. 

Discussion: No change has been made. The Secre- 
tary has declined to impose the responsibility of in-person 
counselffig on the lender because the distance between 
many lenders and the borrowers they sen« is often great 
The Secretary believes that since a sdiod wiD ^'caCy be in 
a better position than the lender to engage in face-to-face 
counseling, it is the most appropriate entity to provide en- 
trance counseling. Moreover, lenders are already required to 
provide detailed disdosures to bonowers at the time of foan 
disbursement regarding the borrower's rights and obliga- 
tions on GSL and SLS foans. 

Comments: Several commenters indicated that they 
bdieve entrance counseRng is redundant and ulte'mately 
ineffective t^ecause, in their view, early counseling does not 
make an impression on the studentand does notsigniftcantfy 
reduce defaults. Many other commenters supported the 
requirement of entrance counseling as an effpctive default 
reduction measure. 

Discussion: No change has been made. The Secre- 
tary befeves, and the experience of many schods confinns. 
that improving a bont)wer's understanding of the tenns and 
conditions of the foan and impressing upon the bonower the 



importance of meeting his or her repayment obligatfons. at 
the time of receipt of foan proceeds, helps greatly in redJdng 
defaults. 

Comments: Several commenters suggested that the 
school be given the flexibfltty to schedde entrance counsel- 
ing throughout the semester, or at foast pnor to the students 
second foan disbursement, to avoid scheduling all counsel- 
ing sessfons with foan redpients during the registratfon 
period, when a substantial burden is already being imposed 
on the school's administrativa resources. 

Discussion: No change has been made. The Secre- 
tary believes it is imperative for students to receive foan 
counsd'mg at, or prior to, the recdpt of a GSL or SLS foan. 
The finkage d this counsding ¥ffth the receqst of loan funds 
will impress upon the bonower the importance of the obliga- 
ticn to repay the money he or she is about to receive, thereby 
fossening the risk of defodt 

Conmients: Several commenters recommended that 
schods be aflowed to use videotape presentations to coun- 
sd Iher students. Some commenters suggested that a 
videotape presentalfon fotkswed up by a question and an- 
swer period with a financial akJ officer would be an effective 
and efficient way to counsel borrowers. 

Discussion: A change has t>een made. The Secretary 
agrees with thisrebommendatfon and has revised the NPRM 
to allow for videotape presentations, and to require that the 
schod provkie eadi borrower an opportunity, after the en- 
trance counsding sessfon, to obtain answers to questions he 
or she may have regarcfing the foan. 

Comments: Many commenters believed that requir- 
ing entrance counseling is too burdensome and costly for a 
school with asmaM financial aid staff and a large number of 
foan redpients. Other commenters expressed concern about 
the difficult centralized finandd aid offices would have in 
meeting with foan redpients at remote branches of the 
school, and suggested that the schod be paid an administra- 
tive allowance to cover the extra burden. 

Discussfon: No change has been made. The Secre- 
tary believes that an inst'tutfonal finandd aid office can 
inexpensively reach its foan recipients through the use of 
group counseling sessfons or vfoeotapes. 

Comments: One commenter recommended that the 
requirement in the NPRM that students in undergraduate 
non-baccalaureate vocatfonal training programs be advised 
that they are obl^ated to repay thdr loans regardfoss of the 
outcome of thdr enrolInf)ent in the program, shouFJ be 
expanded to apply to all programs of study. 

Discussfon: A change has been made. The Secretary 
agrees with this recommendation and has revised the regu- 
lations to make this requirement appPicable to all programs of 
study. 

Section 682.605 Determining the date of a student's 
wfthdrawsi 

Comments: Several commenters indicated that the 
proposed change to Sec. 82.605(a) requires darification. 

Discussion: No change has been made. The amend- 
ment to Sec. 82.605(a) simply darifies that the date of a 
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students withdrawal, calculated under 

Sec. 82.605(b), only relates to the institution's reports 
to tenders and to the date on which the institution's duty to 
psyarefund arises, nottothe withdrawal date used for refund 
calculations. For this latter purpose, Sea 82.604 uses the 
students last recorded diy of attendance as 34 CFR 668.22 
has done since January, 1988. 

decUon 662.606 School refund policy 

Conmienu: Many comnrtenlers objected to the pro- 
posed amendment to Sec. 8^606 requiring a school to 
employ a pro rata refund poUky for a student receiving or 
benefiting from a GSL, SLS, or PLUS program loan who 
withdraws prior to the completion of the academic period for 
which the foan Is rriade. These commenters believe that tfiis 
requirement represented an unwarranted Federal intnisfon 
into a school's administrative practices and would impose a 
significant increase in the admihistratm burden involved in 
refund calculations. Numerous commenters also argued 
tfmt a prorata refund was unfair in Eght of the substantial "up 
Ironr costs inctirred by schools in enroQmg a s;tudent and in 
offering a program that does not appr^^ 
student witfxirm.frbm school. A nurhberof commenters 
argued that their cuneht institutional refuKi pblows, devel- 
oped using standards apprc^ by lheif accre(fitir)g agen- 
cies, are feir and equittO^ hot unfairly penalize 
dropouts or contribute to foah deCaulbr Many commenters 
noted tfvat the foss of revenue to the school that would result 
fifom the incriMsed volume and dollar amount of refunds 
calculated u sing a pro rata poi^ would inevitably be passed 
along to students in the form of increased tution costs. 
Several comnrranters suggested that the availabity of a pro 
rate refund would encourage a student towithdraw when he 
or she encouriters acadeihic or financial difficulties. Several 
commenters recommended restricting tfie use of a pro rate 
policy to high default schocts since the Secretary, in an- 
nouncing tfie proposed nites, noted the linkage between a 
high level of dropouts and defaults. Some commenters 
recommended that the Department should not regulate tfie 
refund policy applicable to students who complete at least 
one half of tfieir programs to reduce tfie administrative 
burden on schools and the intrusiveness of tfie nile, and in 
recognition botfi of tfie "up fronr costs argument and tfie 
InappficabHrty of tfie "^rop out reduction' rationale to a 
student tfiat completes a substantial portion of tfie program 
before dropping out 

Discussion: A change has been made. Although the 
widely used practice of over^nroilment and tfie ability of 
many schools to quickly replace a dropout with a new 
enroHee militate strongly against tfie "up front costs' argu- 
ment, tf)e Secretary is requiring tfie use of a pro rate refund 
policy only when tfie default experience of tfie school re- 
quires that stop to maintain GSU SLS, and PLUS program 
integrity. Accordingly, tfiis provision has been revised to 
require tfie Implementation of a pro rate refund policy only by 
schools witfi deteult rates above 80 percent Any school witfi 
a default rate at or below 30% must continue to use teir and 
equitable refund poRdes as defined in easting regulations. 
Furtfier, tfie Secretary believes tfiat tfie prospects for defoult 
aregreater among tfiose students who witfidraw early in tfieir 
programs, and tfiat tfie aim of tfiis rule should tfierefore be to 
remove tfie incentive for a school to enroll a student lacking 
a reasonaUe prospect for completing his or her program of 
study. The Secretary has accordingly revised tfie proposed 
rule to require tfie use of a pro rate policy only for a student 



whose witfidrawal date occurs prior to tfie halfway point of the 
students program, or tfie end of tfie first six montiis of tfie 
students program, whichever is eariier. The Secretary be- 
lieves tfiat tfiis targeted application of tfie pro rate refund rule 
will achieve tfie goals of tfie rule witfi a minimum of adverse 
effects. Also, tfie Secretary has revised tfie rule to permit tfie 
school to round upward to tfie nearest 10 percent tfie portion 
of tfie program deemed to have been completed by a 
student, to reduce administrative burden. 

Comments: SeversJ commenters from public institu- 
tions indicated tfiat Stete law prevente them from applying a 
pro rate refund policy. 

Discussion: No change has been made. The Secre- 
tary considers tfie use of a pro rate refund policy by tfiose 
schools witfi default rates above 30 percent to be a neces- 
sary and appropriate administrative requirement for partici- 
pation in tfie GSL, SLS, and PLUS programs. Therefore, 
schools tfiat are sul^ect to tfiis requirement are required to 
implement a pro rate refond policy if they wish to continue to 
partidpate In tfiose programs, regardless of tfie require- 
ments of Stete law. 

Comments: Many commenters objected to tfie impo- 
sition of a pro rate refond policy. on the grounds that it wouki 
create inequities between foari redpients and students who 
do not receive loans or who do not receive any Titie IV aid. 
Some commenters felt tfim tfie proposed regulations would 
force schpols to establish multiple refond poKdes. Otfiers 
considereb tfiat tfiey would, as a matter of equity, be forced 
to apply a pro rate refond poHcy to ail students. A n umber of 
commenters asserted tfiat any refund poik:y mandated fcy 
tfie Secretary should encompass all students at an institu- 
tion. 

Discussion: No change has been made. The Secre- 
tary's legal autfiority to mandate refond policies at school is 
limited to students benefiting from GSL. SLS, or PLUS foans. 

Comments: Some commenters argued tha^ tfie im- 
plementation of a pro rate refond poScy wouki have littie 
impact on tfie defoult rate at a school, particulariy if tfie school 
continues to be pemnitted to apply refond amounts to otfier 
sources of aki before retuming foan fonds to lenders. Otfier 
commenters indicated tfiat, since students often use loan 
fonds for non-Institutional costs, a pro rate refond policy 
affecting only direct institutional costs, may result in minimal 
increases in refonds for many students. 

Discussfon: No change has been made. These final 
regulations require high default schools to take steps, such 
as tfie implementetibn of a pro rate refund policy, to address 
tfie problem of defaults by dropouts. The primary purpose of 
tfie pro rate refond requirement is not to increase tfie dollar 
amount of foan fonds returned to tfie lender, but to remove 
tfie incentive for high defoult schools to enroll students who 
are inadequately prepared and are tfierefore likely to qufokly 
drop out and default This rule also will provide an Incentive 
for schools to take steps on tfieir own to improve their 
completion rates. 

Comments: A number of conimenters suggested 
various measures to eitfier complement or replace tfie Im- 
plementation of tfie pro rate refond policy. Some commen- 
ters suggested tfiat foans shoukf be awarded incrementally 
as tfie student progresses tfirough tfie acaden^c term or tfiat 
tfie aki be awarded aftei the student has successfolly com- 



pletedthe term.Others felt that lenders should be required to 
disburse Part B loans accordng to dates recommended by 
the school. Still othercommenterssuggestedrequiring credit- 
worthy endorsers as a way to reduce defaults. 

Discussion: No changes have been made. Implemen- 
tation of these 

suggestions would require statutory amendments and there- 
fore does not fall within the scope of these final regulations. 

Comments: Many commenters maintained that the 
administrative fee that the school would be allowed to retain, 
pursuant to Sec. 82.606(c)(1), would not cover all adminis- 
trative expenses. Some suggested raising the amount to as 
mud) as $500. 

Discussion: A change has been made. The revised 
rule allows a school to retain at least 1 0 percent of tuition and 
fees paid by a student that attends school at all during the 
loan period, in addition to the $100/5% administrative fee. 
Section 682.607 Payment of a refund to a lender 

Comments: A number of commenters stated that 
students often do notoffidally withdraw. Consequently, the 
sdiool may not become aware of the students withdrawal 
until the start of a subsequentacadernic period, or the school 
may hot be able to identify the last date of attendance. Many 
of these commeriters believe thiat the period for paying a 
refund. to the lender should run from the start of the next 
academic period afterthat in which the borrower withdraw, as 
determined under Sec. 82.605{b)(1)(iO. Other commenters 
urged the Secretary to retain the prior rule, which they read 
as requiring that a refund to be sent to the lender witfiin 30 
days of the date of the schooPs detennination that the student 
has withdrawn. 

Discussion: No change has been made. Cunent 
regulations treat the last recorded date of attendance as the 
dropout date for students who unoffidally withdraw. 34 CFR 
668.22. Under the prior regulations, with respect to an 
unoffidal withdrawal, a refund was required to be sentwithin 
30 days of the withdrawal date. i.e.. the last recorded date of 
attendance. This date could occur several months before the 
end of the academic period in which the student ceased 
attendance. The Secretary does not believe this result is 
consistent with the administrative practices of many schools 
in monitoring enrollment status. However, the Secretary 
continues to be concerned with the length of time a refund 
remains unpaid, because the Secretary is continuing to pay 
interest benefits and special allowance on the full outstand- 
ing balance of the loan even though the funds are no longer 
needed by the borrower to pay educational expenses, and 
because a persistently inflated loan balance increases the 
risk of default The Secretary believes that a school cannot 
be permitted to wait until the beginning of the next academic 
period to detennine which students have unofficially with- 
drawn and pay their refunds. Tne Secretary also believes 
that, once the school has determined that the student has 
withdrawn, the school should expedtiously process any 
refund owed, and has therefore revised the regulations ^o 
require payment of a refund within 60 days of the date of the 
sdiool's detennination that the student has withdrawn. See 
Sec. 82.607(c)(2)(iv). 

Comments: Several commenters, suggested that the 
period in which a refund must be paid be extended from 30 
up to 60 days. They believe that 30 days from the eariier of 
the dates spedfied in Sec. 82.607(c)(1) does not provide 



sufficient time to allow for unexpected delays in processing 
refunds (e.g., computer delays, the involvement of more than 
one office in the refund process, etc.), and that such a 
t'nrteframe, immediately following the end of an academic 
period, could create undue administrative burdens. 

Discussion: A change has been made. Section 
682.607(c) now requires that the school must pay the lender 
a refund within 60 days of the eariier of the dates s pedfied In 
Sea 82.607(c)(1) or, pursuant to Sec. 82.607(c)(2), within 60 
days after the lastday of an approved leave of absence when 
the student does not return to school. 

Comments: Several commenters questioned how the 
use of the term "semester in Sec. 82.607(cX1)(ii) would 
apply to schools that do not use semesters. 

Discussion: A change has been made. The final 
regulation uses the temi "academic temi" to darify its appli- 
cability to quarters and trimesters. 

Section €82.610 Racordt, reports, and fnspactlon 
requlramentf for participating schools 

Comment: Several commenters pointed out any 
change in the borrower's surname that the school was aware 
of would be very useful to the holder of the ban. 

Discussion: Achange has been made. This section in 
the final regulation has been revised to require a school to 
fumish upon request anyj'nfomiation it has regarding the 
borrower's sumame. 

Comments: One commenter suggested that this pro- 
vision would be an administrative burden for the school, 
requiring them to track former students. 

Discussion: No change has been made. Nothing in 
this section requires a school to fumish any more information 
than it has on hand respecting the last known address, 
sumame, emptoyer and employer address of a borrower who 
attends or has attended the school. 

[FR Doc. 89-13389 Filed 6-1-89; 3:51 pmj 
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PART 690-PELL GRANT PROGRAM 

Subpart A**Scope, Purpose and General 
Definitions 

690.1 Scope and purpose. 

690.2 General definitions. 

690.3 Definitions of payment period. 
690.4-690.5 [Removed and Reserved] 

690.6 Duration of student eligibility. 

690.7 Institutional participation. 

690.8 Enrollment status for students taking regular and 
correspondencG courses. 

690.9 Written agreements between two or more eligible 
institutions. 

690. 1 0 Administrs^Hve cost allowance to participating schools. 
690.1 1 Pell Grant payments from more than one institution. 

Subpart B*Appllcatlon Procedures for 
Determining Expected Family Contribution 

'690.12 Application. 

690.13 Notification of expected family contribution. 

690.14 Applicanrs request for recalculation of expected 
family contribution because of clerical or arithmetic error, or 
updating of projected data. 

Subpart C— Expected Family Contributions 
for Students With Special Conditions 

Sea 690.31 Spedal conditions affecting the expected family 
contribution determination for an independent student. 

Sea 690.32 Special conditions affecting the expected family 
contribution determination for a dependent student. 

Subparts D-E-[Removed and Reserved] 
Subpart r-Determlnationof Pell Grant Awards 

690.S1 Submission process and deadline for student aid 
report. 

690.62 Calculation of a Pell Grant 

690.63 Calculation of a Pell Grant for a payment period. 

690.64 Calculation of a Pell Grant for a payment period which 
occurs in two award years. 

690.65 Transfer student: attendance at more tiian one 
institution during an award year. 

690.66 Correspondence study. 



Subpart G«Admlnlstrat!on of Grant Payments 

690.71 Scope. 

690.72 Institutional participation agreement 

690.73 Terminadon of institutional participation agreement 

690.74 Provision of funds to institutions. 

690.75 Detennination of eligibility for payment 

690.76 Frequency of payment 

690.77 Initial disbursement of a Poll Grant In an award year 
without a valid SAR. 

690.78 Metiiod of disbursement— by check or credit to a 
students account 

690.79 Recovery of overpayments. 

690.80 Recalculation of a Pell Grant award. 

690.81 Rscal control and fund accounting procedures. 

690.82 Maintenance and retention of records. 

690.83 Submission of reports. 
690.94 Audit and examination. 

Subpart H-[Removed and Reserved] 

AUTHORITY: 20 U.S.C. 1070a tfirough 1070a-6. 
unless otherwise noted. 

Subpart A-Scope, Purpose and General 
Definitions 

SOURCE: 50 FR 10717, Mar. 15, 1985, unless 
othenvise noted. 

Sec. 690.1 Scope and purpose. 

The Pell Grant Program awards grants to help finan- 
dally needy students meet the cost of tfieir postsecondary 
education. 

(Autiiorily: 20 U.S.C. 1070a) 

See. 690.2 General definitions. 

(a) Definitions of tfie following temis used in tills part 
are described In Subpart A of tiie Student Assistance Gen- 
eral Provisions, 34 CFR Part 668: 

Academic year 
Award year 
Clock hcur 

College Work-Study Program 
Dependent student 
Et^ible program 
Eligible student 
Enrolled 



309 
11-1 



Income Contingent Loan (ICL) Program 
Independent student 
&nd*year training program 
Parent 

Pell Grant Piogrsm 

Perltins Loan Program 

Proprietary instittJtion of higher education 

Postsecpndary vocational institution 

Public or private nonprofit institution of higher education 

Recognized equivalent of a high school diploma 

Regular student 

Secretary 

Six-month training program 
State 

State Student Incentive Grant Prgoram 
Supplemental Educational Opportunity Grant Program 

(b) Other tenns used in this part are: 

Comparable State income tax retum: A State income 
tax return based on the Federal income tax retum which 
requires the filer to provide the amount of Federal income tax 
paid as well as the same information thatheor she is required 
to provide on the Federal income tax retum with regard to 
infomiation being verified. 

Disbursement Schedule: A table showing the grant 
amounts three-quarter and half*time students attemi based 
institutions using credit hours would receive for an academic 
year. This table, published annually by the Secretaiy is 
based on- 

(1 ) A student's Effective Family Contribution, as deter- 
mined in accordance with sections 4 1 1 B, 4 1 1 C. and 4 1 1 D of 
the HEA; 

(2) A students attendance costs as defined in section 
411F(5)of the HEA; and 

(3) The amount of funds available for making Pell 
Grants. 

Enrollment status: Full-time, three<iuarler-time, or 
half-time depending on a students credit hour work load per 
academic tenn at an institution using semesters, trimesters, 
quarters, or other academic tenns and measuring progress 
by credit hours. 

(2) Full-time or part-time depending on a students 
credit hour work load per academic year, at an institution that 
does not use academic tenns and measures progress by 
credit hours. 

(3) Full-time or part-time depending on a students 
clock hour wori( load per week at an institution thatmeasures 
progress by dock hours. 

Full-time student: An enrolled student who is carrying 
a full-time academic wori^ load (other than by correspon- 
den ce)-~as detennined by the institution— under a standard 
applicable to all students enrolled in a particular program. 
However, an institution's full-time standard must equal or 
exceed one of the following minimum requirements. 

(1) 12 semester hours or 12 quarter hours per aca- 
demic tenn in an institution using a semester, trimester, or 
quarter system; 



(2) 24 semester hours or 36 quarter hours per f 
demic year for an Institution using credit hours but not using 
a semester, trimester, or quarter system, or the prorated 
equivalent fbr a program of less than one academic year; 

(3) 24 clock hours per week for an institution using 
clock hours; 

(4) In an Institution using both credit and dock hours, 
any combination of credit and dock hours where the sum of 
the following fractions Is equal to or greater than one: 

[siumber of credit hours par term 
12 

r^umber of deck hours per week 
24 

(5) A series of courses or seminars which equals 12 
semester hours cr 12 quarter hours in a maximum of 18 
weeks; or 

(6) The wor1( portion of a cooperative education pro- 
gram in which the amount of wori( perfbmied is equivalent to 
the academic wor1(*k)8d of e full-time student 

Half-time student: (1) Except as provkied in para- 
graph (2)> an enrolled student who Is carrying a half-time 
academic wori< load— as detennined by the institution— 
which amounts tc a least half the wori( load of the appropri- 
ate minimum requirement outlined in the definition of a hill- 
time student 

(2) A student enrolled solely in a program of study by 
correspondence who is carrying a wori( load of at least 1 2 
hours of wori( per weeK or is earning at least 6 credit hours 
per semester, trimester, or quarter. However, regardless of 
the wori(, no student enrolled solely in conrespondence study 
is considered more than a half-time student 

Institution of higher education (Institution): A public or 
private non-profit or proprietary institution of higher educa- 
tion or a postsecondary vocational Institution. 

Payment Schedule: A table showing a full-time stu- 
dents scheduled Pell Grant fbr a given award year. This 
table, pt^biished annually by the Secretary, is based on- 

(1) The students Expected Family Contribution, as 
detennined in accordance with sect'ons 41 IB, 41 1C, and 
41 ID of the HEA; 

('i; Th«» students cost of attendance as defined in 
section 41 1F(5) of the HEA; and 

(3) The amount of funds available to the Secretary for 
making Pell Grants. 

Pell Grant Electronic Data Exchange: An electronic 
exchange system between the Secretary and an institution 
under which a student is able to correct or verify infonnation 
contained on his or her SAR at the Institution he or she is 
attending and the Institution is able to print ou: a Student Aid 
Report for that student which is based on the corrected or 
verified infonnation. 
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Scheduled Pell Grant: The amount of a Pell Grant 
whichwould be paid to a full-time student for a full academic 
year. 

Student aid index: The term used on the Student Aid 
Report (SAR) to designate a student's expected family 
contribution for the Pell Grant Program. 

Student Aid Report (SAR): A report provided to an 
applicant showing the amount of his or her expected family 
contribution. 

Student Aid Report(SAR) Payment Document: A part 
of the SAR that is provided to the Secretary by an institution 
showing an applicant's expectod family contribution, cost of 
attendance, and enrollment status, at that institution. 

Three-quarter-time student: An er:5..|ied student who 
is carrying a Ihree-quarter-time academic work load— as 
detefnilnod by the Institution— which amounts to at least 
three quarters of the work of the appropriate minimum 
requirement outlined in the definition of a "full-time student" 

Undergraduate student: A student enrolled in an 
undergraduate course of study at an Institution of higher 
education who— 

(1) Has not earned a baccalaureate or first profes- 
sional degree; and 

(2) Is in an undergraduate course of study which 
usually does not exceed 4 academic years, or is enrolled in 
a 4 to 5 academic year program designed to lead to a first 
degree. A student enrolled in a program of any other length 
is considered an undergraduate student for only the first 4 
academic years of that program. 

Valid Student Aid Report A Student Aid Report— 

(a) On which all of the information used in the calcu- 
lation of the applicants expected family contribution is accu- 
rate and complete as of the date the application is signed; 
and 

(b) For the Pell Grant Electronic Data Exchange, that 
is signed by the applicant, his or her spouse, and the 
applicanrs parents if the applicant is a dependent student 

(Authority; 20 U.S.C. 1070a, unless olheiwise noted) 

(50 FR 10717, Mar. 15, 1985, as amended at51 FR41926, 
Nov. 19, 1986; 51 FR 43161, Nov. 28, 1986] 

Sec. 690.3 Definitions of payment period. 

(a) Payment period for an institutiori that has aca- 
demic terms: 

(1) Exceptas notedin paragraph (aK2)ofthis section, 
for an institution that uses semesters, trimesters, quarters or 
other academic temis, the payment period is the semester, 
trimester, quarter or other academic terni. 

(2) For an Institution that uses semesters, trimesters, 
quarters or other academic temis and measures progress in 
dock hours— 



(i) A payment period is a semester, trimester, quarter, 
or other academic temi if the student completes all the clock 
hours scheduled for that temi; 

(ii) If at the end of a temi, the student has not 
completed all of the cfock hours scheduled for that temi and 
the student has received a Pell Grant for that term, the 
payment period extends beyond that temi for as long as it 
takes the student to complete the number of dock hours 
originally scheduled for that temi; and 

(iii) If a payrrjent period extends into another term, the 
next payment period consists of the number of clock hours 
scheduled forthat term ttiat were not included in the prevk>us 
payment period 

(b) Payment period for an institution that does not 
have academic temis: (1) For a studentwhose educational 
program is one academic year— 

(1) The first payment period is the period of time in 
which the student completes the first half of his or her 
academic year (in credit or ctock hours); and 

(ii) The second payment period Is the period of time in 
which the student completes the second half of that aca- 
demic year. 

(2) For a stu dent whose educational program is more 
than one academic year, the first and second payment 
periods must be cateulated under paragraph (b)(1) of this 
section. For subsequent academic years, or fractions of 
academic years, each payment period must be the period of 
time In which a student completes— 

(i) One-half of the academic year; or 

(ii) The remaining hours in the student's educational 
program, which ever is to be completed first. 

(3) For a student whose educational program is less 
than an academic year— 

(i) The first payment period must be the period of time 
which the student completes the first half of his or her 
educational program (in credit or dock hours); and 

(ii) The second payment period must be the period of 
time in which the student completes the second half of his or 
her educational program. 

(4) If an institution chooses to have more than two 
payment periods in an academic year or In a program of less 
than an academic year, therules in paragraphs (b)(1) through 
(b)(3) of this section are modified to reflect the increased 
number of payment periods. For example, if an institutfan 
chooses to have three payment periods in an academic year, 
each payment period must correspond to one-third of the 
academic year 

(Authority: 20 U.S.C. 1070a) 

Sea 690.4 and 690.5 [Removed and Reserved] 

Sec 690.6 Duration of student eligibility. 

(a) A student is eligible to receive a Pell Grant for the 
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-pericxi of time required to oompleta his or her first und(*r* 
graduate baccalaureate course of study. 

(b) An institution shall determine when the student has 
completed the academic curriculum requirements for that 
first undergraduate baccalaureate course of study. 

(c) Exceptas provided in paragraph (d) of this section, 
for a student who receives his or her first Pell Grant on or after 
July 1, 1987,theperiodoftimerequiredtocompletehisorher 
undergraduate baccalaureate course of stucty may not ex* 
ceed the fuil-time equivalent of- 

(1 ) Five academic years for an undergraduate degree 
or certificate program that nomially requires four academic 
years or less of study to complete; or 

(2) Six academic years for an undergraduate degree 
or certificate program that normally requires more than four 
academic years of study to complete. 

(d) (1) The institution a student is attending may waive 
the limitations contained in paragraph (c) of this section if it 
determines that the students failure to complete his or her 
undergraduate program in the time set forth in that paragraph 
resulted from an undue hardship caused by* 

(1) The death of a relative of the student; 

(ii) An injury or illness of the student; or 

(iii) Other special circumstances. 

(2) The institution must support with appropriate 
documentation any detemiination of undue hardship made 
under this paragraph. 

(0) For the purpose of paragraph (c) of this section* 
any noncredit or remedial course taken by a student, includ- 
ing a course in English language instruction, is not included 
in determining that students period of Pell Grant eligibility. 

(Authority: 20 U.S.C. 1070a) 

Sec. 690.7 Institutional participation. 

(a) (1) An institution of higher education is eligible to 
partidpate in the Pell Grant program if it— 

(1) Meets the appropriate definition set forth In 34 CFR 
Part 668, Subpart A; 

(ii) Enters into a program participation agreement with 
the Secretary; and 

(ill) Complies with that agreement and with the appli- 
cable provisions of this part and 34 CFR Part 668. 

(2) If an institution begins participation In the Pell 
Grant Program during an award year, a student enrolled and 
attending that institution is eligible to receive a Pell Grant for 
the paymentperiod during which the institution enters into a 
program participation agreement with the Secretory and any 
subsequent payment period. 

(b) If an institution becomes ineligible to participate in 
the Pell Grant Program during an award year, an eligible 



student who was attendtng the kistitution and who submitted 
a valid SAR to the Institution before the date the institution 
became Ineligible is paid a Pell Grant for that award year for- 

(1) The payment periods that the student completed 
before the institutfon becama ineligible; and 

(2) The payment period In which the institution be- 
came ineligible. 

(c) An institution which becomes ineligible shall, within 
45 days after the effective date of loss of eligibility, provide to 
the SeCTetaiy— 

(1) The name and enrollment status of each eligible 
student, who, during the award year, submitted a valid SAR 
to the Institution before it became Ineligible; 

(2) The an>ount of funds paid to each Pell Grant 
recipient for that award year; 

(3) The amount due each stitdent eligible to receive a 
Pell Grant through the end of the paynunt period during 
which the institution became Ineligible; and 

(4) An accounting of the I'elt Grant expenditures for 
that award year to the date of temiination. 

(Authority: 20 U.S.C. 1070a) 

[50 FR 10717, Mar 15, 1985, as amended at 51 FR 43161, 
Nov. 28. 1986] 

See. 690.8 Enrollment atatua for atudenta taking regular 
and correapondence eouraet. 

(a) If, in addition to regular coursework, student 
takes correspondence courses from either his or her own 
Institution or another institution having an agreement for this 
purpose with the student's institution, the oonespondence 
work nrmy be Included In detemiining the students enroll- 
ment status to the extent permitted under paragraph (b) of 
this section. 

(b) Except as noted in paragraph (c) of this section, the 
correspondence work that nuiy be Included in determining a 
student's enrollment status is that amount of work which- 

( 1 ) Applies toward a students degree or certificate or 
is remedial woric taken by the student to help in his or her 
course of study; 

(2) is completed within the period of time required for 
regular course work; and 

(3) does not exceed the amount of a students regular 
course work for the payment period for which the students 
enrollment status is being calculated. 

(c) Notwithstanding the limitation in paragraph (b)(3) 
of this section a student who woukJ be a half-time student 
based solely on his or her correspondence woric is consid- 
ered a half-time student unless the calculation in paragraph 
(b) of this section produces an enrollment status greater than 
half-time. 

(d) The following chart provides examples of the rules 
set forth in this section. It assumes that the institution defines 
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full-time enrollment as 12 credits per tern, making the half- 
time enrollment equal to six credits per term. 



(Authority: 20 U.S.C. 1070a) 

Sec 690.9 Written agreements between two or more 
eligible institutions. 

(a) A student who is enrolled in an eligible program at 
one eligible institution and taking courses at one or more 
other eligible institutions which apply toward his or her 
degree or oertificato at the first institution may receive Pell 

Grant assistance for attendance at both institutions only if 
there is a written agreement between the Institutions. 

(1 ) The institution at whk^ Che student is enrolled and 
expects to receive his or her degree or certificate shall 
determine and pay the student's Pell Grant assistance. 
However, the other institution may determine and pay the 
student's Pell Grant assistance if the institutions agree in 
writing to that agreement. 

(2) The institution which determines and payc the Pe^ 
Grant assistance shall— 

(i) Take into account all courses which apply to the 
student's degree or certificate taken by tiie student at each 
eligible institution participating in the agreement when deter- 
mining the student's enrollment status and cost of atten- 
dance; and 

(ii) Maintain all records regarding the student's eligibil- 
ity for and receipt of Pell Grant assistance. 

(Autiiorily: 20 U.S.C. 1070a) 

Sde.690.10 Administrative oottallowanceto participating 
echools. 

(a) Subject to available appropriations, the Secretary 
pays to each participating institution $5.00 for each student 
who receives a Pell Grant at tfiat institution for an award year. 



(b) All funds an Institution receives under this section 
must be used solely for the institution's cost of administering 
tiie Pell Grant, Supplemental Educational Opportunity Grant, 
College Work-Study, Perkins Loan, and ICL programs. 

(Autfiority: 20 U.S.C. 1096a) 

Sec 690.11 Pell Grant payments from more than om 
Institution. 

A student is not entitled to receive Pell Grant pay- 
ments concunientiy from more than one institution or from tiie 
Secretary and an institution. 

(Autfiority: 20 U.S.C. 1070a) 

Subpart B-Appiication Procedures for 
Determining Expected Family Contribution 

SOURCE: 50 PR 10721, Mar. 15. 1985. unless othenivise 
noted. 

Sec 690.12 Application. 

(a) As the first step to receiving a Pell Grant, a student 
shall apply on an approved form to tfie Seaetary to have his 
or her expected family contribution determined. A copy of 
tfiis fbmi is not acceptable. 

(b) The studtrntshall provide tfie address of his or her 
residence unless the student is incarcerated and tfie educa- 
tional institution has made special arrangements witfi tfie 
Secretary to receive relevant correspondence on behalf of 
the student If such an arrangement is made, tfie student 
shall provide tfie address indicated by tfie institution. 

(c) A student, and where required tfie students par- 
ent^ or spouse, shall provide to the institution or tfie Secre- 
tary a copy of his or her Pederal. State, and/or local income 
tax returns and any otfier documents, if requested by tfie 
Secretary or tfie institution for verification of tfie accuracy of 
tfie infomnation submitted. 

(d) Por each award year tfie Secretary, tfirough pub- 
lication in tfie PEDERAL REGISTER, established deadline 
dates for submitting tfiese applications and for making cor- 
rections to the infomiation contained in tfie applications. 

(Autfiority: 20 U.S.C. 1070a) 

(Approved by the Office of Management and Budget under 
control number 1840^110) 

See. 690.13 Notification of expected fam lly contribution. 

The Secretary sends b each eligible applicant, a 
'Student Aid Report* (SAR) v/hich states tfie amount of tfie 
applicanf s expected family contribution (student aid index) 
and infomnation used in tfiat calculation. If any of tfie 
infomiation is incorrect, an applicant shall correct it accord- 
ing to procedures established by tfie Secretary tfirough pub- 
lication in tfie FEDERAL REGISTER. 

(Autfiority: 20 U.S.C. 1070a) 

(Approved by the Office of Management and Budget under 



Total 
course 

Num- Number of hedln 
Under Sec. 690.8 berof credit credit Enroll- 
credit hours hours to ment 
hours corre- detemiine status 
regular spondence enroll- 
work work ment 
status 

(b)(3) 3 3 6 Half-time. 

(b)(3) 3 6 6 Half-time. 

(b)(3) 3 9 6 Half-time 

(b)(3) 6 3 9 Three- 

quarter- 
time. 

(b)(3) 6 6 12 Full-time, 

(b)(3) and (c) 2 6 6 Half-time. 
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control number 1840-0132) 

S#a e90.14 AppllcMf* fqvmtx for rMtlculatlon of 
•xpoetid family oontrtbution btcauM of cttrical or 
arlthmelle orror, or !;pdatln8 of pro|actad data« 

(a) An applicant may request a recalculation of his or 
her expocted family contribution If he or she believes a 
clerical or aritf)metic error has occurred, or If the Infonnation 
submitted Wttt Inaccurate when tiie application was signed. 

(b) (Reserved] 

(c) A request for recalculation must be made on an 
approved form and th!^ fomi must be received by the Secre- 
tary no later than the deadline date established by the 
Secretary through publication in the FEDERAL REGISTER. 

(Authority: 20 U.S.C. 1070a) 

150 FR 10721. Mar. 15. 1985. as amended at 51 FR 8954. 
Mar. 14. 1986] 

Subpart C— Expected Family Contributions 
for Students With Special Conditions 

See. 890.31 Special conditions affecting the expected 
family contribution determination for an independent 
student 

(a) For the 1989-90 award year, an Independent 
student qualifies to have his or her expected family contribu- 
tion determined using expected income data from 1989 if^ 

(1) The student was employed fui^time In 1988 (at 
least 35 hours per week for a minimum of 30 weeks during 
1988) and is no longer mpkyod full-time; 

(2) A spouse whose 1 988 income from woric m ust be 
reported under sections 41 1 F(1 ) and 411 (d)(2) of the Higher 
Educatk>n Act of 1 965. as amended (H EA) has k>st his or her 
Job and remained unemployed for at least 10 weeks during 
1969; 

(3) The student or spouse whose 1988 income from 
work must be reported under sections 4 1 1 F(1 ) and 411 (d)(2) 
of tfie HEA has been unable to pursue normal income- 
producing activities for at least 10 weeks during 1989 be- 
cause of tf)e occuHBnce in 1988 or 1989 of* 

(i) A disability; or 

(ii) A natural disaster; 

(4) The student or spouse whose income must be 
reported under sections 41 1 F(1 ) and 4 1 1 (d)(2) of the HEA 
received unemployment compensation or nontaxable in- 
come in 1988 (tf)at wouki be used in the calculation of the 
students expected family contribution) and had a complete 
k)ss foratleai^t 10 weeks in 1989 of one of tf)ose benefits. A 
nontaxable benefit, for purposes of this paragra|.h. must be 
paki by a publk^ or private agen^* a company, or a person 
because of a court order. Types of nontaxable benefits woukj 
inchide welfare and court ordered chiki support; 

(5) The student has become separated or divorced 
after he or she submitted his or her application; 



(6) A spouse whose 1988 income must be reported 
under sections 41 1 F(1 ) and 41 1(d)(2) of the HEA has died 
after the student has submitted his or her appBcation; or 

(7) The student's last surviving parent whh whom ti>e 
student had a dependency retatk>nship. by virtue of not 
meeting the independent student criteria in section 
411F(12)(A) of tf)e HEA, has died after the student has 
submitted his or her application. 

(b) If an independent student qualifies under one of 
the conditions ki paragraph (a) of this section, the students 
annual atjusted fam9y income (AAFI) as deaned in section 
411F(1) of the HEA is detemiined using expected kicome 
data from 1989 instead of the sum received in the year 
immediately preceding the award year. 

(Autf)ority: Pub. L 100-436) 

Se& 090.32 Special conditions affecting the expected 
family contribution determination for a dependent 
student 

(a}Fortf)e 1989-90 awardyear, a dependent student 
qualifies to have his or her expected family contribution 
detemiined using expected income data from 19e9, if— 

(1) A parent or stepparent whose 1988 kicome from 
woric must be reported has lost his or her job and remained 
unemptoyed for at least 10 weeks during 1989; 

(2) A parent or stepparent whose 1988 income from 
woric m ust be reported under section s 4 1 1 F( 1 ) and 4 1 1 (d)(2) 
of tiie HEA has been unable to pursue nonnal hcome- 
produdng activities for at least 10 weeks during 1989 be- 
cause of the occunienoe in 1988 or 1989 of— 

(i) A dsabilily. or 

(ii) A natural disaster; 

(3) A parent or stepparent whose income must be 
r ,x>rted under sections 411F(1) and 411(d)(2) received 
unempbyment compensation or nontaxable income in 1 988 
(tf)at wouki be used ki the cak:utation of the students 
expected fsunily contribution) and had a complete toss for at 
least 1 0 weeks in 1 989 of one of those benefits. A nontaxable 
benefit, for purposes of this paragraph, must be paid by a 
publb or private agency, a company, or a person because of 
a court order. Types of nontaxable benefits wouki include 
such items as Sodal Security benefits, welfare, and court 
ordered child support; 

(4) The parent or pan»nts of the student have become 
separated or divorced after the student submitted his or her 
application. If such a separation or divorce is between a 
pareniand a stepparent, the stepparents income must have 
boon reportable on the prevk)us application under sections 
411F(1)and411(d)(2; Ithe HEA forthis condition to apply; 
or 

(5) A parent or stepparent whose 1988 income must 
be reported under section 41 1 F(1 ) of the HEA has ded after 
the student has submitted his or her application. However, if 
the parent referred to in this paragraph is the last sunnving 
parent with whom the student had a dependency relation- 



ship, by virtue of not meeting the independent student criteria 
in section 411F(12](A) the student must Hie an application 
under 690.31(a)(7) if he or she wishes to use incon^ data 
from 1989. 

(h) If a dependent student qualifies under one of the 
conditions in paragraph (a) of this section, the student's 
annua) adjusted family income (AAFi), as defined in section 
411F(1) of the HEA is determined using expected Income 
data from 1969 instead of the sum received in the year 
immediately preceding the award year. 

(Authority: Pub. L 10(M36) 

[FR Doc. 89-8645 Filed 4-1 1-89; 8:45 am) 

Subpart D-[Remove€l and Reserved] 
Subpart E-[Removed and Reserved] 
SubpartF-DetermlnatlonofPellGrantAwards 

SOURCE: 50 FR 10722, Mar. 15, 1965, unless othenmse 
noted. 

Sec 690.61 Submission process anddeadllnefor student 
aid report 

(a) Submission process. (1) Except as provided in 
paragraph (a)(2) of this section, in order to receive a Pell 
Grant at an institution, a student shall submit a valid Student 
Aid Report (SAR) to that institution. 

(2) An institution may make one disbursement of a 
student's Pell Grant without a valid SAR if it follows the 
procedures described in Sec. 690.77. 

(3) An institution is entitled to rely on SAR information 
except under conditions set forth in Sec. 668.14(0 and 
666.60. 

(b) Student Aid Report deadline. 

(1) Except as noted in Sec. 668B0, to recaive a Pell 
Grant for an award year, a student shall submit ?he rslevant 
parts of the SAR to his or her institution by June 30 of that 
award year. 

(2) Except as noted in Sec. 680£0, to receive a Pell 
Grant for an award year, a student shall submit the relevant 
parts of the SAR to an institution while he or she is still 
enrolled and eligible for payment at that institution. 

(Authority: 20 U.S.C. 1070a) 

[51 FR 43162, Nov. 28,1986) 

Sec. 690.62 Calculation of a Pell Grant 

(a) The amount of a student's Pell Grant for an 
academic year is based upon the payment and disbursement 
schedules published by the Secretary for each award year. 

(b) At full funding, no p^ment may be made to a 
student if the student's Scheduled Pell Grant is less than 



$200, 

(c) Atless-than-fuH-funding, no paymentmay bemade 

if- 

(1) The students Scheduled Pell Grant is less than 
$50; or 

(2) The student's Scheduled Pel! Grant at full funding 
would have been less than $200. 

(Authority: 20 U.S.C. 1070a (a)(2)) 

See. 690.63 Calculation of a Pell Grant for a payment 
period. 

(a) At an institution using semesters, trimesters, 
quarters, or other academic terms and measuring progress 
by credit hours, a students Pell Grant for each payment 
period is calculated by— - 

(1) Detemiining his or her enrollment status for the 

term; 

(2) Based upon that enrollment status, determining 
his or herannual award from the Payment Schedule (full-time 
students), or one of the Disbursement Schedules (part-time 
students), as appropriate; and 



(3)(i) Dividing the amount determined in paragraph 
(a)(2) of this section by the number of tamis in the academic 
year unless the tenns of an institution are not of equal length; 
or 

(ti) If the terms of an institution are not of equal length, 
multiplying the amountdetamiined in paragraph (a)(2) of this 
section by the following fraction: 

The ientjith of the term m qmstion 
The length of the academic year 

(b) A single disbursement may not exceed 50 percent 
of the award determined in paragraph (a)(2) of this section. 
To ensure this result, an Institution shall make multiple 
disbursements within a temi, if that terni is longer than half 
the academic year. Subsequent disbursements within that 
term may not b.' made until the student has completed tiie 
portion of the term for which ! a or she was initially paid. 

(c) Atan institution which measures progress by dock 
hours or which measures progress by credit hours or units 
but does not use semesters, trimesters, quarters or otiier 
academic ternis, a student's Pell Grant for each payment 
period is calculated by— 

(1) Determining the student's Scheduled Pell Grant; 

and 

(2) Multiplying tiie Scheduled Pell Grant by— 

The number of credit or clock hours tiie student 
is expected to take in a navment pftriod 
The number of credit or dock 
hours in an academic year 

(d) Notwitfistanding paragraphs (a), (b), and (c) of tills 
section— 
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(1) A student may not receive a Pell Grant if the 
anrK>unt which the student would receive, projected on the 
basis of a full academic year, would be less than either $200 
at ftiN funding or $50 at less than M funding; and 

(2) The amountof a students award for an awardyear 
may not exceed his or her Scheduled Pel! Grant award for 
that award year. 



(Authority: 20 U.S.C. 1070a) 

[50 PR 10717. Mar. 15. 1985. as amended at 51 PR 43162. 
Nov. 28. 1986] 

Sac* Calculation of a Pali Grant for a payment 
period wtilch occurs In two award years. 

(a) If a student enrolls in a payment period which is 
scheduled to occur in two award years— 

(1) The entire payment period must be considered to 
occur within one award year. 

(2) The institution shall determine for each Pell Grant 
redpient the award year in which the payment period will be 
placed subject to the restrictions set forth in paragraph (a)(3) 
of this section. 

(3) The institution shall place a payment period with 
more than six months scheduled to occur within one award 
year in that award year. 

(4) If an institution places the payment period in the 
first award year, it shall pay a student with funds from the first 
award year. 

(5) If an ins^on places the payment period in the 
second award year, it shall pay a student with funds from the 
second award year. 

(b) An institution may not make a payment which will 
resultin the student receiving more than his or her Scheduled 
Pell Grant for an award year. 

(c) (1 ) If a term-based institution offers a series of mini- 
sessions which occurs in two award years, the combined 
sessions must be treated as one term. A student may not 
receive more than one tenn*s award for completing any 
combination of these mini-sessions. 

(2) For such mini-sessions, a tenn-based institution 
shall determine the students enrollment status for the entire 
term. That enrollment status shall be based upon— 

(i) The total number of credits enrolled for in all 
sessions if that number is known when the award is calcu- 
lated; or 

(ii) A projected number cf credits based upon the 
credits enrolled for in the first session, if the n umber of c edits 
to be taken in subsequent sessions is unknown when the 
award is calculated. 

(Authority: 20 U.S.C. 1070a) 

Sea 690.65 Transfer student: attendance at mors than 



one Institution during an award yean 

(a) If a student who receives a Pell Grant at one 
institution subsequently enrolls at a second institutk>n in the 
same award year» the student shall submit an SAR to the 
second institution to receive'a grant at the second institutk>n. 
(The Institution shaR folk>w the procedures regarding transfer 
students set forth in 34 CFR 668.19.) 

(b) The second institution shall calculate the students 
award according to Sec. 690.63. 

(c) Theseoondinstitution may payaPellGrantfor only 
that portion of the award year in which a studentis enrolled 
at that institution. The grant amount must be adjusted if 
necessary to ensure that the grant does not exceed the 
students Scheduled Pell Grant for that award year. 

(d) If a students Scheduled Pell Grant at the second 
institution differs from the Scheduled PeO Grant at the first 
institution, the grant amount at the second institutk>n is 
calculated as fdlows— 

(1) The amount received at the first institutk>n is 
compared to the Scheduled PeR Grant at the first institutkKi 
to determine the percentage of the Scheduled Pel! Grant that 
the student has received. 

(2) That percentage is subtracted firom 100 percent 

(3) The reotainvng percentage is the percentage of the 
Scheduled Pe3 Grant at the second institution to whk^ the 
studentis entitled 

(e) The students Pell Grant for each payment period 
is calculated according to the procedures in Sea 690.63 
unless the remaining percentage of the Scheduled Pell Grant 
atthesecondinstitutxxi, referred toinparagraph(dK3)ofthis 
section, is less than the amount the student wot^d nomially 
receive for that payment period. In that case, the students 
Pell Grant is equal to that remaining percentage. 

(0 A transfer student shall repay any amountreceived 
in an award year which exceeds his or her Scheduled Pell 
Grant 

(Auth'Vity: 20 U.S.C. 1070a) 

[50 PR 10722. Mar. 15. 1985. as amended at 51 PR 43162. 
Nov. 28.1986] 

Sac 690.66 Correspondence study. 

A student enrolled in an eligible program of study by 
correspondence must be paid according to the following 
procedures: 

(a) The institution shall detennine the length of each 
correspondence program it offers by preparing a written 
schedule for submissksn of lessons, reflecting a workload of 
at least 1 2 hours of preparatk>n per week. 

(b) (1) For an institution, if there is not a required period 
of residential training In the program, a students Pell Grant 
for an academic year is cakkjlated by-- 

(i) Detemnining the students Scheduled Pelf Grant; 
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and 

(tt) Multiplying the Scheduled PeS Grant by one*ha)f. 

(2) An academic year must consist of two payment 
periods. Thefirstpiymentperiodmustbetheperiodoflime 
in which the student completes the first half of his or her 
academic year, or program if the program is less than an 
academic year. The second payment period must be the 
period of tkne In which the student completes the second half 
of the academic year or program. 

(3) For the first payment period, the institution shal 
pay the student one-half of the amount calculated in para- 
graph (bXIKii) of this section after he or she has submitted 
25 percent of the lessons or othenvise compleied 25 percent 
of the work scheduled for the academic year, or for the 
program if the pro^pam is less than an acadermcyear. 

(4) The institution shall nuto the final pa^rnent for the 
second payment period after the student has submitted 75 
percent of the lessons or othendfise completed 75 percent of 
the work scheduled for the academic year or for the program. 

(cKI) Fbran tnstitutfon, if there isarequired period of 
residential training in the program, a students Pefl Grant for 
an academic year is calculated by-- 

(t) Detennining the students Scheduled Pel Grant 

and; 

(n) Multiplying the Scheduled Pett Grant by one-half. 

(2) The non-residential portion of an academic year 
must consist of two pay^nent periods. The first payment 
period must be the period of time in which the student 
completes the first halfof his or heracademicyearorthe non- 
residential portion of the program if it IS less than an academic 
year. The second payment period must be the period of time 
in which the student oompleles the second half of the 
academic year or non-resldentiai portion of the program. 

(3) For the first payment periodp the institution shaM 
pay the student one-half of the amount calctdaled in para- 
graph (c}(1)(n} of tills section after he or she has submitted 
25 percent of the non-residential lessons or otherwise com- 
pleted 25 percent of tfie work ^eduted for tfie academic 
year or for ttie program if ttie program is less than an 
academic year. 

(4) The institution shall make tfie final payment (for the 
non-residential portion of the program) for the second pay- 
ment period after the student has submitted 75 percent of the 
non-residential lessons or othenm'se completed 75 percent 
of tfie work scheduled for tfie academic year or for the 
program. 

(5) A students Pell Grant disbursement for the resi- 
dential portion of the program is calculated according to the 
procedures in Sec. 690.63(c) for a student enrolled in a 
regular course of study at an institution tfiat measures 
progress by dock hours. 

(Autfiority: 20 U.S.C. 1070a) 

[51 PR 10722, Mar. 15, 1985, as amended at 51 PR 43162, 
Nov. 28, 1966] 



Subpart &Admlnlst ration of Grant Payments 

SOURCE: 50 PR 10724, Mar. 15, 1985, unless othenvise 
noted. 

Sea 690J1 Scope. 

This subpart deals with program administratfon by an 
institution of higher educatfon. An institution shaR enter into 
a program participation agreement witfi the Secretary so that 
it may calculate and pay Pell Grant awards to students. 

(Authority: 20 U.S.C. 1070a) 

Sea 690.72 biatitiitional partfolpatlon agreement 

(a) The Secretary may enter into an agreement witfi 
an institution of higher education under which it wi calculate 
and pay Pel Grant awards to its students. This agreement 
is on a standard form provkled by the Secretary which 
contains the necessary terms to cany out this part 

(b) The Secretary sends Payment and Disbursement 
Schedules for each award year to an institution that has 
entered into an agreement under paragraph (a) of this 
section. 

(Authority: 20 U.S.C. 1070a) 

[50 PR 10724, Mar. 15, 1985, as amended at 51 PR 43162, 
Nov. 28, 1986] 

EDITORIAL NOTE: Information collection requirements 
contained in Sec. 690.72 wiQ become effective after approval 
by the Office of Management and Budget 

Sea 690.73 Termination of Instltutfonal partfdpatlon 
agreement 

(a) Termination by the Secretary. The secretary may 
temihate the agreement wi'tfi an institution by giving the 
institution-- 

(1) 30 days written notice; or 

(2) Less tfian 30 days written notice if shorter notice is 
necessary to prevent tfie fikelihood of a substantia! foss of 
fonds to tfie Federal government or to students. 

(b) Information required An institution shall provide 
the following information to tfie Secretary if tfie Secretary 
terminates the agreement 

(1) The name and enrollment status of each eligible 
student who submitted a valid SAR to tiie institution before 
tfie termination date. 

(2) The amount of funds tfie institution paid to Pell 
Grant recipients for tf)e award year in which tfie agreement 
is terminated. 

(3) The amountdue to each student eligible to receive 
a Pell Grant tfirough tfie end of tfie award year. 

(4) An accounting of Pell Grant expencfitures to the 
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date of termination. 

(c) Termination by the institution. An institution may 
lenninata the agreement by giving the Secretary written 
notice. ThelermlnatioobeeonrieseffoctiveonJune30ofthat 
aMindyear. The institution shall cany out the agreement for 
tf)e remainder of tiiat awrard year. 

(d) Termination because of a change in ownership 
whibhresuits m a change of control. The agreement auto- 
mifically terminates when an institution dwnges ownership 
which results Inachangepf control TheSecrebMymayenter 
into an agreement with the new owner if the institution 
complies with requirements set forth in Subpart B of the 
Student Assistance General Provisions (34 CFR Part 668). 

(Authori^: 20 U.S.C. 1070a) 

^FR 10724, Mar. 15, 1985, as amended at 51 FR 43162, 
Nov. 28, 1d86] 

See. 690.74 Provision of funds to Institutions. 

ihe Secretary provides funds to an institution for each 
awsffd year in fldvartce or by way of reimbursemerit d^ 
the course of that year, based on the Secretary's determina- 
tion of tfie institution's need for funds to pay Pell Grants or its 
needs for reimbursement for Pell Grants alreacV paid. 

(Authority: 20 U.S.C. 1070a) 

(50 FR 10724, Mar. 15, 1985. as amended at 51 FR 43162, 
Nov. 28, 1986] 

Sec 690.75 Determination of eiiglblllty for payment 

(a) For each payment period, an institution may pay a 
Pen Grant to an eligRsle student on^ after it detennines that 
tf)e finandal aid transcrqjt requirements of 34 CFR 668.19 
have been met, and the student— 

(1) QuaTifies as an eligible student under 34 CFR 

668.7; 

(2) Is enrolled as at least a half-time undergraduate 
student; and 

(3) Has completed required dock hours for which he 
or she has been pad a Pell Grant, if the student is enrolled 
in an eligible program that is measured in dock hours. 

(b) If an eligible student submits an SAR to the 
institution and becomes ineligible before receiving a pay- 
ment, the institution may p^ the student only the amount that 
it determines could have been used for educational purposes 
before the student became ineligible. 

(c) If an institution determines at the beginning of a 
payment penod tf)at a student is not maintaining satisfactoiy 
progress, but reverses tf)at detennination before the end of 
the payment period, the institution may pay a Pell Grant to the 
student for the entire payment period. 

(d) If an institution determines at the beginning of a 
payment period tf)at a student is not maintaining satis^ctory 
progress, but reverses that detennination after the end of the 



payment period, the institutfon may neither pay the student a 
PeU Grant for that payment period nor make adjustments in 
subsequent Pell Grant payments lo compensate for the loss 
of aid for that perkxi 

(e)Am^berofareli{^sorder,conmiunity,society, 
agency of or organization who is pursuing a course of study 
in an institution of higher education is conskiered to have an 
expected fam9y contribution of at least$3,000 if that reKgtous 
order- 

(1 ) Has as a primary objective the promotion of kSeais 
and beliefs regardng a Supreme Being; and 

(2) Provkies subsistence support to its members, or 
has direded the member to pursue the course of study. 

(Authority: 20 U.S.G. 1070a) 

Sec 690.76 Frequency of payment 

(a) In each payment period, an institution may pay a 
student at such times and in such instalments as it deter- 
mines wiK best meet the student's needs. 

(b) The institution ms^ pay funds due a studentfbr any 
completedperiodinonelumpsum. ThestudentsenroKment 
status must be determined according to work already com- 
pleted. 

(Authority: 20 U.S.G. 1Q70a) 

Sec 690.77 inltlai dfsbursement of a PeO Grant in ah 
award year witfiout a valkl SAFt 

(a) An institution may make one disbursement within 
an award year of a studentTs Pel Grant before receiving the 
studentrs vafid SAR if the institution- 

(1) Receives a studentTs application information; 

(2) Does not have documentation that indicates that 
the appfication information is initccurate; and 

(3) Receives an SAl— 

(i) From the Secretary; or 

(R) Beginning vnth the 1 968-89 award year application 
cycle, from an organization that has a contract to transmit 
application data tc the Secretary. 

(b) If an institution receives a studentTs application 
infonnation and his or her SAI from the Secretary or. begin- 
ning iw'th the 1988*89 award year application cyde, from an 
organization tfiat has a contract to transmit applic^n data 
to the Secretary, but the institution has documentation that 
indicates that the appKcation information is inaccurate, the 
institution maymakeonedisbursementvrithinanawardyear 
of a students Pell Grant before receiving the students vaiki 
SAR if the institutbn— 

(1) Resoh^s the inconsistencies between its docu- 
mentation and the studentTs application informatton; 

(2) Recalculates the student's SAI based on correct 
Information; 
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(3) Makes the disbursement of the studenrs Pell 
Grant for the first payment period based on the recalculated 
SAI;and 

(4) Reports the changes in the students application 
information and the recalculated SAI to the Secretary withm 
deadline established by the Secretary. 

(cXI) If an institution chooses make adsbursement 
underparagraph(a)or(b)ofthisseclk;r)Jtshallbenablef6r 
that cSsbursement if it does not receive a valid SAR for the 
student for that award yean 

(2) If an institution chooses lo .;;ake a disbursement 
under paragraph (b) of this section, the in$titutk>n the 
student shal be Kabfe for any overpayment caused by an 
incorrect recalculation of the students SAI. 

(3) If a studentrecetves an overpayn)rnt as aresultof 
a cfisbursement made under paragraph (a) or (b) of this 
section^ the institution shaB efimtnate the oveipayment by 
following the procedures described in 34 CFR 668.61(a). 

(Authority: 20 U.S.C. 1070a) 

(Approved by the Offk» of Management and Budget under 
0MB Control Ho. 1840-0536) 

Sec 690.78 Method of dfsbiirsecnent4>y check or credit 
to a studenfa account 



(aKI) The institution may pay a student directfy by 
check or by crediting his or her institutional account 

(2) Unlessastudenthasagreedotherwise, theamount 
an institution may credt to a students account may not 
exceed the amountthe student is required to pay the institu- 
tion for- 

(1) Tuition and fees; 

(11) Board, if the student contracts with the institution 
for board; and 

(ill) Housmg, if tfie student contracts with tfie institu- 
tion for housing. 

(3) An institution may not require a student to grant 
permission to credit his or here account for tfie costs of otf)er 
goods and sendees the mstitution provides to tf)e student 

{4) Theinstitution shall notifytfie studentof tfie amount 
he or she can expect to receive and how tfiat amount will be 
paid. 

(b)(1) The institution may not make a payment to a 
studentforapaymentperiod until tfie studentis registeredfor 
classes for tfiat period. 

(2) The eartiast an institution may directfy pay a 
registered student is 1 0 days before tfie first day of classes 
of a payment period. 

(3) The eariiest an institution may credit a registered 
students account is tfiree weeks before tfie first day of 
classes of a payment period. 



(c) The institution shall return to tfie Pell Grantaocount 
any funds pakl to a student who, before tfie first day of 
classes— 

(1) Offidatfy or tmoffidaliy witfidraws; or 

(2) Is expeied. 

(dKI) If an institution intends to p«y astudentdvectfy, 
it shall notify him or her before tfie payment is made when it 
will pay tfie Pefl Grant award. 

(2) Ifastudentdoes not pickup the check on time, tfie 
institution shal stii pay tfie student if he or she requests 
payment witfiin 1 5 di^ after tfie last date tfiat his or her 
emofiment ends In tfmt award year. 

(3) If the studenthas notpickedup hisor herpiyment 
attfieendof tfie ISday period, tfie institution miyaedft the 
students account for «iy amount owed lo tfie Institution for 
tfie award year. 

(4) A student forfeits tfie r^ hts to receive tfie paymen t 
if her or she does not pk:k up a paymen t by tfie end of tfie 1 5 
day period 

(5) Notwitfistanding paragraphs (dK4) of tfvs sectfon, 
tfie kistitution may, if It chooses, pay a student who dkl not 
pck up his or her payment, tfirough tfie next paymentperiodL 

(Authority: 20 U.S.C. 1070a) 

Sea 690.79 Recovery of overpayments. 

(aXI)ThestudentisllableforanyPellGrantoverpay- 
ment made to him or her. 

(2) The institution is liable for any overpayment if tfie 
overpayment occurred because tfie Institution failed to folfow 
tfie procedures set fortfi in this P^ The institution shafl 
restore tfiose funds to its Pell Grant account even If it cannot 
collect tfie overpayment from tfie student 

(b) If an institution makes an overpayment forwhich it 
is not liable, it shaQ help tfie Secretary recover tfie overpay- 
ment by— 

(1) Makmg a reasonable effort to contact the student 
and recover tfie overpayment; and, if tmsuccessful, 

(2) Provxfing tfie Secretary witfi tfie students name, 
social security number, amount of overpayment, and otfier 
relevant mformation. 

(c) If an mstitution refers to a student who received an 
overpayment for which it is not fiable to the Secretary for 
recovery, tfie student remains ineligible, for furtfier Titfe IV 
student financial assistance for attendance at tfiat institution 
until final resolution of tfie overpayment 

(Autfiority:20 U.S.C. 1070a) 

Sea 690.80 Recalcutatlon of a Pell Grant award. 

(a) Change in expected family contribution. (1)The 
mstitution shall recalculate a Pell Grant award for tfie entire 
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award year if the student's expected family contribution 
chanfiosatanyttmeduringtheawardyear. Thechangemay 
result fronfi — 

(i) The correction of a clerical or arithmetic error under 
Sou. 690.14; 

(1) Extr&orelnary drcumstances which affect the 
expected family contribution under Sec. 690.39 or Sec. 
690.48; or 

(iii) A correction based on information required in Sec. 
690.12 or Sec. 690.77. 

(2) Except as described tn Sec. 690.77(f)(1), the 
institution shal acfust the studenrs award when an over- 
award or underaward is caused by the change in the ex- 
pected famaycontrSxjtion. That adjustment must be made- 

(i) Within the same award year— if possible— to cor- 
rect any overpayment or underpayment; or 

(i) During the next award year to correct any overpay- 
ment tluit coiM not be a(|usted during tto 
>student was overpaid. 

(b) Change in enrollment statu s. (1 ) If the student's 
enroBment ^tus changes from one academic term to an- 
other term within the same award year, the ins^'tution shall 
recalculate the Pell Grant award for the new payment period 
taldng into aocount any changes in the cost of attendance. 

(2}(0 If the student's projected enrollment status 
changes during a payment period after the student has 
begun attendance in al of Ns or her classes for that payment 
period, the institution may (but is rK>t required to) establish a 
po6cy under which the student's awevd for the payment 
period is recalculated. Any such recalculations must take 
mto account any changes in the cost of attendance, if such 
a policy is estabRshedp it must apply to all students. 

(i) If a'studenf s projected enrollment status changes 
during a payment period before the student begins atten- 
dance in aK of his or her classes for that payment period, the 
institut'on shaR recalculate the student's enrollment status to 
reflect only those classes for which the student actually 
began attendance. 

(c) Changeincostofattendance. Ifthe student's cost 
of attendance changes at any time during the award year and 
his or her enrollment status remains the same, the institution 
may (butis notrequired to) establish a poRcy under which the 
student's award for the payment period is recalculated. If 
such a policy is established, it must apply to all students. 

(Authority: 20 U.S.C. 1070a) 

Sea 690.81 Rscal control- and fund accounting 
procedures. 

(a)(1) An mstitution shall establish and maintain on a 
current basis financial records that refiect all program trans- 
actions. The institution shall establish and maintain general 
ledger control accounts and related subsicfiary accounts that 
identify each program transaction and separate those trans- 
actions from all other institutional financial activity. 



(2) The institution shall account for the receipt and 
expenditure of Pell Grant funds in accordance with generally 
accepted accounting prindples. 

(b) A separate bankaccount for PeH Grant funds is not 
required. However, the institution shall notify any bank in 
which itdeposits Pell Grant funds of all accounts in thatbank 
inwhk^itdepos'rtsFederalfunds. Thisnoticemustbegiven 
by including in the name of each such account that Federal 
funds are deposited therein. 

(c) Except for funds received for admmistrative ex- 
penses, funds received by an institution under this part may 
be used onfy to pay PeH Grants to students. The funds are 
heM in trust by the institution for the intended student bene- 
fidaries and may not be used or hypothecated for any other 
purpose. 

(Authority: 20 U.S.C. 1070a) 

(Approved by OBM under control number 1840^536) 

Sec. 690.82 Maintenance and retention of records. 

(a) Each institution shaS maintain adequate records 
Ctnduding those related to verifk;ation) which tndude the 
iscai and acooimting records that are requred under Sea 
690.81, records required for audits in 34 CFR 668.23, the 
Student Aid Report of each student applying for a Pell Grant, 
and records indicating^ 

(1) The eligibility of all enrolled students who have 
submitted valki SARs to the institution; 

(2) The name and sodal security number of and the 
amount paki to each student; 

(3) The amount and date of each payment; 

(4) The amount and date of any overpayment that has 
been restored to the program account; 

(5) Each studenrs cost of attendance; 

(6) Hew eadi student's full or part-time enrollment 
status was determined; and 

(7) Each student's enrollment period. 

(b) (1) The institution shall make the records listed in 
paragraph (a) of this section available for inspection by the 
Secretaiy's authorized representative at any reasonable 
time in the institution's offices. It shall keep tiie records for 
each award year for fn/e years after that award year has 
ended. 

(2) For any disputed expendtures in any award year 
for which the institution cannot provide records, the Secre- 
tary detemiines the final authorized level of expenditures. 

(c) The institution shall keep records involved in any 
claim or expenditure questioned by Federd audit until reso- 
lution of any audit questions. 

(d) An institution may substitute mk:rofonfn copies in 
lieu of original r^K^rds in meeting the requirements of this 
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section. 



(Authority: 20 U.S.C. 1070a. 12320 

(Approved by the Office of Management and Budget under 
control number 1840-0132) 

Sac. 690.83 SubmlMlon of reports. 

(a) An institution shall submit to the Secretary all SAR 
Payment Documents for a given award year by December31 
following the end of that award year. 

(b) An institution shall submit in accordance with 
deadline dates established by the Secretary, tfirough publi- 
cation in the FEDERAL REGISTER, other reports and infor- 
mation the Secretary requires in connection with the funds 
advanced to it and shall comply with the procedures the 
Secretary finds necessary to ensure that the reports are 
correct. 

(Authority: 20 U.S.C. 1070a) 

(Approved by the Office of Management and Budget under 
control number 1840^132) 

Sea 690.84 Audit and examination. 



(c) Submission and access. The institution shall 
submit audt reports to the institution's local regional office of 
the DepartmentofEducation'sAudit Agency, itshall give the 
Audit Agency and the Secretary access to records or other 
documents necessary to the audfs review. 

(Authority: 20 U.S.C. 1070a) 

Subpart H-[Removed and Reserved] 



(a) Federal audits. The institution shall give the 
Secretary, the Comptroller General of the United States, or 
their duly authorized representatives, access to the records 
spedfied in Sec. 690.81 and Sec. 690.82 and to any other 
pertinent books, documents, papers, and records 

(b) Non-Federal audfts. (1) The institution shall have 
a finandal and compliance audit of Pelt Crant Program 
transactions. The audit must be conducted by an independ- 
ent auditor in accordance with the general standards and the 
standards of the fmancial and compliance audits in the U.S. 
General Accounting Office pubfication. Standards for Audit 
of Governmental Organizations, Programs, Activities, and 
Functions. PRx:edures for audits are contained in audit 
guides developed by, and available from the Office of the 
Inspector General of the Department These audit guides do 
not impose any requirements beyond those imposed under 
appficable statutes and regulations and GAO's standards. 

(2) The audit must be completed not less frequently 
than once every two years, and be submitted to the Secretary 
within 9 months of the end of the audit period. Each audit 
must cover the institution's activities for the entire period 
since the preceding audit 

(3) The institution must have an audit performed at 
least once every two years. 
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PART 692*STATE STUDENT INCENTIVE 
GRANT PROGRAM 

Subpart A-General 
Sac 

692.1 What Is the State Student Incentive Grant Program? 

692.2 Who is eKgible to participate in the State Student 
Incentive Grant Program? 

692.3 What regulations apply to the State Student Incentive 
Grant Program? 

692.4 What definitions apply to the State Student Incentive 
Grant Program? 

Subpart B-What Is the Amount of Assistance 
and How May it Be Used? 

692.10 How does the Secretaiy allot funds to the States? 

692.11 For what purposes may a State use its payments 
under this program? 

Subpart C*How Does a State Apply To 
Participate in This Program? 

692.20 What must a State do to receive an allotment under 
this program? 

692.21 What requirements must be met by a State program ? 

Subpart D-How Does a State Administer its 
Community Service-Learning Job Program? 

692.30 How does a State administer its community service- 
teaming job program? 

Subpart E-How Does a State Select Students 
Under This Program? 

692.40 What are the requirements for student eligibility? 

692.41 What standards m^ a State use to determine sub- 
stantial finandal need? 

Authority: 20 U.S.C 1070c-1070c-1070c-4 1070c-4. unless 
otherwise noted. 

Subpart A-General 

Sea 692.1 What U the State Student Incentive Grant 
Program? 

The State Student Incentive Grant Program assists 
States in providing grants and work-study assistance to 
eligible students who attend institutions of highor education 
and have substantial finandal need. The work-study assis- 
tance is provided throug campus-based community service 
work learning study programs, hereinafter refen^d to as 
community service-learning job programs. 



(Authority: 20 U.S.C. 1070o-1070c-4) 

Saa 692.2 Who Is eligible to participate In the State 
Student Incentive Grant Program?' 

(A) State partidpation. 

A State that meets the requirements in Sec. 692.20 
and 692.21 is eligible to receive payments under this pro- 
gram. 

(b) Student partidpation. 

A student must meet the requirements of Sec. 692.40 
to be eligible to receive assistance from a State under this 
program. 

(Authority: 20 U.S.C. 1070c-1) 

Sac 692.3 What regulations apply to the State Student 
Inoenthre Grant Program? 

The folk)wing regulations apply to the State Student 
incentive Grant Program: 

(a) The regulations in this Part 692. 

(b) the Education Department General Administra- 
tive Regulations (EDGAR) in 34 CFR Part 74 (Administration 
of Grants)except for Subpart G, Part 76 (State-Administered 
Programs), Part 77 (Definitions That Apply to Department 
Regulations), and Part 78 (Educs^n Appeal Board). 

(c) The regulations in 34 CFR Part 604 that Implement 
section 1203 of the HEA (FederaI*State Relationship Agree- 
ments). 

(d) The Student Assistance General Provisions in 
Subpart A of 34 CFR Part 668. 

(Authority: 20 U.S.C. 1070c) 

Sec. 692.4 What definitions apply to the State Student 
Incentive Grant Program? 

The following definitions apply to the regulations in 
this part: 

(a) Definitions in 34 CFR Part 668. The following terms 
used in this part are defined in 34 CFR Part 668: 

Academic year (Sec. 668.2). 

Campus-based programs (Sec. 668.2). 

Enrolled (Sec. 668.2). 

Guaranteed Student Loan Program (Sec. 668.2). 
HEA (Sec. 668.2). 

income Contingent Loan Program (Sec. 668.2). 
Pell Grant Program (Sec. 668.2). 
PLUS Program (Sec. 668.2). 
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Public or private nonprofit institud'cn of higher educa- 
tion (Sec. 668.3). 

Postsecondqry vocational institution (Sec. 668.5). 

Secretary (Sec. 668.2). 

State (Sec. 668.2). 

(b) Other definitions that apply to this part. The follow- 
ing addtionaf definitions apply to this part: 

'Full-time student* means a student carrying a full- 
time academic workload-other than by con^spondence-as 
measured by both of the following: 

(1 ) Coursework or other required activities, as deter- 
mined by the institution that the student attends or by the 
State. 

(2],The tuition and fees normally charged for full-time 
study by that institution. 

"Nonprofir has the same meaning under this part as 
*iie same temi defined in 34 CFR 77.1 of EDGAR 

(Authority: 20 U.S.C. 1070c-1070c4) 

Subpart B-What Is the Amount of Assistance 
and How May it Be Used? 

Sac 692.10 How does the Secretary allot funds to the 
States? 

(a) (1) The Secretary allots to each State participating 
h the SSIG program an amount which bears the same ratio 
to the Federal SSIG funds appropriated as the number of 
students in that State who are "deemed eligible' to participate 
in the State's SSIG program bears to the total number of 
students in all States who are 'deemed eligible' to participate 
in the SSIG program, except that no State may receive less 
than it received in fiscal year 1 979. 

(2) If the Federal SSIG funds appropriated for a fiscal 
year are not sufficient to alk)t to each State the amount of 
Federal SSIG funds it received in fiscal year 1979, the 
Secretary allots to each State an amount which bears the 
same ratio to the amoun t of Federal SSIG funds appropriated 
as the amount of Federal SSI funds that State received in 
fiscal year 1979 bears to the amount of Federal SSIG funds 
all States received in fiscal year 1979. 

(b) For the purpose of paragraph (a)( 1 ) of this section, 
astudent is 'deemed eligible' to participate in a State's SSIG 
program If the student is in attendance at an institution that is 
eligible to participate in the State's program. 

(Authority: 20 U.S.C. 1070c) 

Sec 692.11 For what purposes mcy a State use Its 
payments under the program? 

A State may use the funds it receives under this part 
only to make grants to students and to pay wages or salaries 
to students In community service-learning jobs. 



(Authority: 20 U.S.C. 1070c) 

Subpart C-How Does a State Apply To 
Participate in This Program? 

Sec. 692.20 What must a State do to recelvesn allotment 
under this program? 

(a) To partidpate in the State Student Incentive Grant 
Program, a State shall enter into an agreement with the 
Secretary under section 1203 of the HEA (Federal-State 
Relationship Agreement). 

(b) For each fiscal year that it wishes to participate, a 
State shall submit an application that contains information 
that shows that its State Student Incentive Grant Program 
meets the requirements of Sec. 692.21. 

(c) (1) Except as provided in paragraph (c)(2) of this 
section, the State shall submit its application through the 
State agency designated in its Federal-State Relationship 
Agreement to administer its State Student Incentive Grant 
Program as of July 1 , 1985. 

(2) If the Governor of the otate so designates, and 
notifies the Secretaiy through a modification to the State's 
Federal-State Relationship Agreement, the State may sub- 
mit its application under paragraph (b) of this section through 
an agency that did not administer its State Student Incentive 
Grant Program as of July 1, 1985. 

(Authority: 20 U.S.C. 1070c-2(a)) 

(Cross-reference: See 34 CFR Part 604, Federal-State 
Relationship Agreements) 

(Approved by the Office of Management and Budget under 
control number 1840-0544) 

Sec 692.21 What requirements must be met by a State 
program? 

To receive a payment under this program for any fiscal 
year, a State must have a program that- 

(a) Is administered by a single State agency in accor- 
dance with the Federal-State Relationship Agreement under 
section 1203 of the HEA. 

(b) Provides assistance only to students who meet the 
eligibility requirements in Sec. 602.40; 

(c) P.^vides that assistance under this program to a 
full-time student will not be more thar. $2,500 for each 
academic year; 

(d) Provides for the selection of students to receive 
assistance on the basis of substantial financial need deter- 
mined annually by the State on the basis of standards that the 
State establishes and the Secretary approves. 

(Cross-reference: See Sec. 692.41.) 

(e) Provides that all public or private nonprofit institu- 
tions of higher education and all postsecondary vocational 
institutions in the State are eligible to participate unless that 
participation is in violation of- 




(1) The constitution of the State; or 

(2) A State statute that was enacted before October 1 , 

1978; 

(f) Provides that, if a State allocates funds to an 
institution under a formula which is based in part on the 
fi<)ancial need of less-than-full-time students enrolled in the 
institution, a reasonable portion of the institution's allocation 
must be awarded to those students; 

(g) Provides that- 

(1 ) The State will pay an amount for g rants and work- 
study jobs under this part for each fiscal year that is not less 
than the payment to the State under this part for that fiscal 
year; and 

(2) The amount that the State expends during a fiscal 
year for grants and work-study jobs under this program 
represents an additional amount for grants and work-study 
jobs for students attending institutions of higher education 
over the amount expended by the State for those activities 
during the fiscal year two years prior to the fiscal year in which 
the State first received funds under this program; 

(h) Provides for State expenditures under the State 
program of an amount that is not less than- 

(1) The average annual aggregate expenditures for 
the preceding three fiscal years; or 

(2) The average annual expenditure per full-time 
equivalent student for those years; and 

(i) Provides for reports to the Secretary that are 
necessary to carry out the Secretary's functions under this 
part. 

(Authority: 20 U.S.C. 1070c-2) 

(Approved by the Office of Management and Budget under 
control number 1840-0544) 

Subpart D-How Does a State Administer Its 
Community Service-Learning Job Program? 

Sec 692.30 How does a State administer Us community 
service*learning Job program? 

(a) (1) Each year, a State may use up to 20 percent of 
its allotment for a community service-learning job program 
that satisfies the conditions set forth in paragraph (b) of this 
section. 

(2) A student who receives assistance under this 
section must receive compensation for work and not a grant. 

(b) (1) The community service*leaming job program 
must be administered by institutions of higher education in 
the State. 

(2) Each student employed under the program must 
be employed in work in the public interest by an institution 
itself or by a Federal. State, orlocal public agency or a private 



nonprofit organization under an arrangement between the 
institution and the agency or organization. 

(c) Each community service-leaming job must- 

(1) Provide community service as descnljed in para- 
graph (d) of this section; 

(2) Provide participating students community service- 
learning opportunities related to their educational or voca- 
tional programs or goals; 

(3) Not result in tho displacement of employed work- 
ers or impair existing contracts for services; 

(4) Be governed by conditions of employment that are 
considered appropriate and reasonable, based on such 
factors as type of work performedi geographical region, and 
profidency of tiie employee; 

(5) Not involve tiie construction, operation, or mainte- 
nance of any part of a facil*^' used or to be used for religious 
worship or sectarian instruaion; and 

(6) Not pay any wage to a student that is less than the 
cun^nt Federal minimum wage as mandated by section 6(a) 
of tiie Fair Labor Standards Act of 1938. 

(d) Fertile purpose of paragraph (c)(1 ] of this section, 
'community service' means direct service, planning.orapplied 
research tiiat is- 

(1) Identified by an institution of higher education 
tiirough fomial or infomial consultation witi) local nonprofit, 
govemmental. and community-based organizations; and 

(2) Designed to improve tiie quality of life for resktonts 
of tiie community served, particularly k)W*income reskients. 
in such fields as health care, child care, education, literacy 
training, welfare, social services, public safety, crime preven- 
tion and control, transportation, recreation, housing and 
neighborhood improvement, rural development, and com- 
munity improvement. 

(e) For tiie purpose of paragraph (d)(2) of this section, 
low-Income residents" means- 

(1) Residents whose taxable family income for the 
year before tiie year in which tiiey are scheduled to receive 
assistance under tinis part did not exceed 1 50 percent of the 
amount equal to tiie poverty level detemiined by using 
criteria of poverty established by tiie United States Census 
Bureau; or (2) Residents who are considered low-income 
residents by tiie State. 

(2) Residents who are considered low-income resi- 
dents by tiie State. 

(Authority: 20 U.S.C. 1070c-2. 1070-4) 

Subpart E*How Does a State Select Students 
Under This Program? 

Sec. 692.40 What are the requirements for student 
eligibility? 

To be eligible for assistance, a student must- 
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(a) Meet the retevant eligibiiity mquirements con- 
tained in 34 CFR 668.7; and 



i ' (b) Have substantial financial need as determinec'i 

r ann uall/ In accordance with the State's criteria approved by 

^ ' the Secretary. 

7- [Authority: 20 U.S.C. 1070c-2, 1091] 

f / (Approved by the Office of Management and Budget under 

^ . cor)trol number 1840-0544.) 

Sec.692.41 WhatstandsrdtmayaStateuMtodttermlnt 

I •ubsttntia] finahciiii need? 

I' A State determines whether a student has substantial 

I financial need on the basis of criteria it establishes that are 

: approved by the Secretary. A State may define substantial 
financial need in temris of family Income, expected family 

f contribution, and relative need (\s measured by the differ- 

I - ence between the students cost of attendance and the 

^ resources available to meet that cost. To detemnine substan- 



tial need, the State may use- 

(a) A^.system for detennining a student's financial 
need under the Pell Grant, Guaranteed Student Loan, P LUS, 
or campus-based programs; 

(b) The State's own needs analysis system if ap- 
proved by the Secretary; or 

(c) A combination of these systems, if approved by the 



Secretary. 



(Authority: 20 U.S.C. 1070c-2.) 



(FR Doc. 87-27317 Filed 11-25-87; 8:45 am] 
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